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e In the Record e 


Pattern of Consumer Spending 


The recent trend toward homeownership and suburban 
life—with the associated boom in appliances and automobiles 
—has caused a significant shift in spending. Since 1947, the 
share of the consumer dollar going for services (rather than 
goods) has risen more than 5%. 


What, specifically, accounts for this rise? Almost 60% of 
it is traceable to increased spending for shelter. And approxi- 
mately 20% of its goes on the utilities account—telephone 
service, and gas and electricity for those appliances. Then, 
too, interest on debt incurred to buy the appliances and 
automobiles has upped the services portion of consumer 
outlays. 

Will this postwar rise in relative spending for services con- 
tinue in the next decade? For a description of the present 
spending pattern, a comparison with spending in a similar 
postwar period (the Twenties), and an analysis of future 
possibilities, see page 330. 

e 


Sizing Up the Salesman 


How can a company tell a good salesman from a bad one ? 
By the amount he sells? No. It’s not so simple as that. 
Executives of the eighty-six manufacturing companies con- 
tributing to this month’s survey of business practices feel 
there is no single foolproof method of measuring a salesman’s 
performance. But they suggest several items which are con- 
sidered important in making these necessary evaluations. 
Among them are: expenses incurred; volume of sales pro- 
duced; salesman-customer relations; the salesman’s home- 
office relations; and job knowledge. 


A summary of the methods used by the various firms, as 
well as executives’ comments on the subject, is given on 
page 338. 

e 


Company Profits in Britain 


Shareholders have been the ones to lose as a result of 
postwar developments in the United Kingdom. The larger 
tax bite has resulted in a cut in the share of profits going to 
stockholders and a slight rise in the amount going into un- 
distributed earnings. The changes have been considerable. 
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From 45% of profits in 1988, dividends fell to about 18% 
in 1954. During the same period, the tax share rose from 


30% to 54%. 


How company profits in the United Kingdom have been 
affected by taxes, underdepreciation and changing inventory 
values, and how the earnings have been used, are discussed 
beginning on page 352. 

@ 


Getting Things Back to Normal 


Business activity in the United States has surpassed all 
previous records according to virtually all observers. As a 
matter of fact it has been so good that prophets every so 
often become jittery and predict the coming of a severe de- 
pression. They just can’t believe we can have it so good 
for so long. 


But one analyst, Dr. Alexander Sachs, believes that our 
postwar business activity is not abnormal. He views our 
postwar prosperity as a recovery from prolonged under- 
utilization of our resources and believes it is now back on a 
normal trend line of growth. Read his provocative view 
starting on page 346. 
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Dangers in the Boom 


A glance at statistics as summer ended showed business 
activity still booming. In fact, “the American economy was 
beginning to push hard against its output ceiling, and the 
prices were rising for all three factors of production— 
materials, men and money.” 


But this full-employment, full-production level of business 
is subject to dual dangers. On the one hand, another year of 
increasing demand would bring “the strongest inflationary 
pressure since the early postwar years.” And on the other, 
with so much of the present consumption boom financed by 
a “rapid rate of debt creation which can hardly be expected! 
to continue indefinitely,” there is the possibility of a sharp. 
enough drop in demand to lead to recession. 

What are the means available for warding off these dangers ?’ 
How does the inventory cycle fit into the picture? For an 
incisive analysis of the current economic situation, read 
Business Highlights, on the next page. 


Two Looks at Inventory: The Direction Is Up, But the Level Is Low 


CHANGE IN BUSINESS INVENTORIES 


BILLIONS OF DOLLARS ; 
ANNUAL RATE Since the third quarter of 1954, the an- 


nual rate of inventory demand has swung 
sharply upward—from about $5 billion 
liquidation to over $4 billion accumulation. 
But the reversal of inventory policy has 
been far outrun by the rapid advance in 
production and sales. Result: the relation- 
ship of inventory to sales plummeted in 
early 1955, and is now historically low in 


most manufacturing and retail lines. 
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CHECKUP ON THE BOOM 


(1) How much better can business get? (2) Inventories: rising but still low 


extremely rapid expansion in production ac- 

tivity, American markets were still embarrassed 
more by scarcity than by abundance. In steel, in 
copper and other nonferrous metals, in many con- 
struction materials, supply was inadequate to the 
level of demand. Labor itself, while not yet scarce, 
was in increasingly tight supply. By many important 
criteria, the American economy was beginning to push 
hard against its output ceiling, and the prices of all 
three factors of production— materials, men and 
money—were rising. 


TIGHT SUPPLY OF LABOR 


Never before have so many Americans been at 
work. In July, total employment, as measured by 
the Census Bureau, climbed to 65 million, almost 3 
million above July a year ago, and about 1.3 million 
above the level of the boom summer of 1953. All the 
increase reflects an expansion of nonagricultural em- 
ployment; farm employment this summer has run at 
about the levels experienced in the two earlier years. 

In June, the increase in the Census measure of 
nonfarm jobholders was larger than in any postwar 
June except 1948 and 1950; in July, the increase was 
larger than any postwar July, without exception. 
Unemployment has been roughly stationary in the 
neighborhood of 2.5 million for the past several 
months, a period when it usually rises by several 
hundred thousand. (It is very likely to decline signifi- 
cantly below 2.5 million between now and October, 
as employment climbs to its usual fall peak.) 

The Bureau of Labor Statistics’ measure of non- 
agricultural employment (which is drawn from em- 
ployee payroll records and excludes proprietors, self- 
employed persons and domestic servants) shows a 
somewhat less rosy job picture than the Census fig- 
ure, which is based on a population sample and in- 
cludes all employment. The BLS figure, although it 
has risen about 1.6 million in the past year, is in fact 
still a little below its peak of midsummer 1953, while 
the Census figure is up more than a million. 

A complete reconciliation of the discrepancy be- 
tween the movements of the Census and BLS figures 
is not yet available, but it seems to lie, in part, in 


A T THE END of summer, after almost a year of 
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(a) a currently higher level of self-employment 
(counted in Census, but not in BLS) resulting from 
the advance of business in the past year; (b) a down- 
ward bias in the BLS series reflecting inadequate 
adjustment for the birth of new firms over the past 
several quarters; (c) a currently lower level of dual 
jobholding (counted twice in the BLS series), rela- 
tive to 1953; and (d) less accrued vacation time this 
summer than in 1953 (when employment had been 
high and stable for several preceding years), and, as 
a result, a smaller percentage of the work force re- 
maining on payrolls during summer shutdowns. 

The steel market provides perhaps the best illus- 
tration of tight supply in the summer of 1955. Despite 
record and near-record operations in recent months 
(interrupted by floods, heat losses and essential down 
time for maintenance), the order books of steel pro- 
ducers are now reported to be badly overloaded, and 
deliveries for the rest of the year are not expected to 
match firm commitments on order books. Through- 
out the first half, new orders in primary metal indus- 
tries generally have run substantially ahead of de- 
liveries. Considerable backlog has arisen in steel sheet 
and structurals, and in a wide range of other finished 
steel and nonferrous products. 


THE COST OF MONEY 


It also seems apparent that activity is approaching 
the credit limits imposed by the policies of mild re- 
straint and moral suasion now maintained by the 
Federal Reserve and the Treasury. The rise in bank 
loans outstanding in the first half of 1955—the fastest 
first-half rise in the postwar years—has recently 
brought borrowing costs back to their level of early 
1953, and they are still rising. Even the maintenance 
of the current rate of business implies a further sea- 
sonal tightening of money markets this fall. In late 
August, as money demands began their autumnal 
expansion, Treasury borrowing costs on 91-day bills 
climbed above 2%; the rediscount rate reached up to 
2% in three Federal Reserve central banks; the prime 
loan rate rose to 314%; and free reserves—excess re- 
serves less borrowing from the Federal Reserve— 
were at the vanishing point. 

This raises an obvious question: how much better 
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can business get? If normal growth of the American 
economy now counts for about a $4-billion quarterly 
increase in the annual rate of gross national product, 
how much longer can the increase run at $8 billion 
to $9 billion? And in view of the near approach to 
capacity operations in many industries, would an 
easier money policy, or tax reduction, now yield a 
substantial further increase in activity, or merely a 
bidding up of prices? It is noteworthy that those 
government agencies responsible for the recent tight- 
ening of mortgage money terms on federally guaran- 
teed building have argued that even in the absence 
of such tightening no more homes would be built, 
but the prices of those built would simply be bid up 
to higher levels. This view is reinforced somewhat 
by the obvious fact that in recent months the combi- 
nation of capacity operations, strong markets and 
rising wages have provided all the necessary condi- 
tions for rising prices. And the possibility is very real 
that a continued rapid improvement in markets would 
bear increasingly on the price level, as contrasted 
with the output level. The steel] market is already 
reported to be about to burgeon with premiums, con- 


version deals, “daisy chains,” and other symptoms of. 


stringency that elevate the cost of steel when quoted 
prices are below their natural level. Copper prices 
took two giant steps upward in August, and many 
textile markets are seeing the strongest price trend 
in years. 

Granting that the full-employment ceiling of the 
United States economy is rising at something like $15 
billion per year, it now seems fairly clear that another 
year of increase in demand at all comparable to the 
increase experienced over the past several quarters 
would be accompanied by the strongest inflationary 
pressure since the early postwar years. Even a mod- 
erate rate of increase over the next six months might 
yet prove to carry with it rather considerable price 
consequences. 

But at the same time that symptoms of shortage 
are cropping up all over, the statistical portrait of 
business for the last half of 1955 is beginning more 
and more to depict a boom consuming its fuel. 


By mid-1955, the expansion in personal consump- 
tion expenditures had sharply reduced the personal 
saving rate, and heavily drenched some consumer 
markets (automobiles, for one). To reach the pres- 
ent exalted level of consumption has required an ex- 
tremely rapid rate of debt creation, which can 
hardly be expected to continue indefinitely (see “A 
Hard Look at Soft Goods”, The Business Record, 
August, 1955). And the rate of inventory demand 
may already be near to its peak (see below). 

Despite an extremely high level of earnings, busi- 
nesses have become increasingly net investors as a 
result of a rapid expansion of fixed and inventory 
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investment relative to the rate of gross retained earn- 
ings. And since total saving and total investment 
are equal quantities in the national accounts, it may 
be hazarded that the boom has also had another 
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characteristic result; namely, to drive government 
toward a surplus position by augmenting government 
receipts. The rise in receipts shows up clearly enough 
in the August revision of budget estimates. And the 
recasting of the national accounts done quarterly by 
the Council of Economic Advisers! now indicates 
that, on a seasonally adjusted basis, American govern- 
ments—federal, state and local combined—operated 
with a slight budget surplus in the second quarter, 
with the trend indicating an increasing surplus later 
in the year. 

The transition from government net investing 
to government net saving, and then back again is one 
of the built-in stabilizers that operates to retard 
booms, as well as to cushion declines. In late 1948, 
and again in mid-1951, the translation of a recession 
deficit into a boom surplus was accompanied by a 
slowing in the rate of advance in business activity, 
and then by an absolute decline. Whether tax reduc- 
tion now virtually assured for 1956 will be timely and 
substantial enough to offset the effects of this saving 
is one of the key questions for the first half of next 
year. 

All this suggests an analogy which should not be 
unfamiliar to followers of the business trend in recent 
years. If business activity continues to rise in the 
late months of the year (an outlook which is still 
more or less general among businessmen and econo- 
mists), on the one hand it can expect continuing 
shortages and rising costs and, on the other, rising 
debt service charges, a rising propensity to save on 
the part of consumers, and a running federal budget 
surplus (seasonally adjusted). It is thus likely to 
find itself on a gradually narrowing path, bordered on 
the one side by inflation and on the other by reces- 
sion. This is one of the unpleasant aspects of living 
so close to full employment: whichever way you go 
nobody likes it. 


TWO LOOKS AT INVENTORY 


Underlying the dual character of the business out- 
look for the year ahead is the dual character of in- 
ventory conditions. 

In the third quarter, the rate of growth in business 
inventories climbed to about $65 billion (annual rate). 
This is somewhat faster than at the peak of the in- 
ventory cycle in mid-1953, although it is somewhat 
slower than the burst of inventory accumulation in 
the fourth quarter of 1952, when steel inventories 
were being rapidly augmented after their strike de- 
pletion. 

In terms of current dollars, it is near the fastest 
rate experienced in the postwar period. An exception 
was the year 1946, when civilian pipe lines were being 
refilled, and a second exception occurred in late 1950 


Economic Indicators,” published monthly by the Joint Com- 
mittee on the Economic Report, page 1. 


SEPTEMBER, 1955 


325 


and early 1951, during the speculative inventory 
accumulation following the outbreak of war in Korea. 
This is not an extraordinary speculative accumulation. 
On the other hand, the rate can hardly be expected 
to go much higher in the absence of extraordinary 
speculative incentives. Since the trough of the 1954 
recession, the annual rate of inventory demand has 
increased about $10 billion; from about $5-billion 
liquidation to about $5-billion accumulation. A $3- 
billion further advance would bring it to about an 
historical maximum, barring any violent incentive to 
speculation. Inventory accumulation thus appears 
to have almost worn out its expansionary influence 
on business activity. 

But while the level of business inventories has been 
rising for the past nine months, it has been far outrun 
by the increase in sales and order volume. The result 
has been that inventory-sales ratios are still notably 
deficient for the current level of business. Retail in- 
ventories are now valued at about $23.5 billion, about 
5% higher than they were at the peak of the 1953 
expansion. Yet in terms of their relationship to sales, 
they appear to be lower than at any time during 
1953 or 1954, and about parallel with their relative 
level at the end of 1952. 

Assuming that sales volume in retail stores will 
continue at about its current seasonally adjusted 
rate, the book value of retail inventories could rise 
by another $0.5 billion—$1.0 billion without produc- 
ing a clearly excessive relationship between inven- 
tories and sales. In other words, retail inventories 
could continue to rise throughout 1955, although per- 
haps not at the $200-million-a-month average rate 
which prevailed in the first half of the year. 

In manufacturing, inventory is much more clearly 
depressed than at retail. Manufacturers’ stocks are 
still approximately $2 billion below the level reached 
at the peak of the 1953 boom, although sales rates 
have recently run more than 5% above 1953, and 
new-order rates more than 10%. Relative to sales 
volume, manufacturers’ inventories seem historically 
very low, even granting a long-term declining trend 
in inventory-sales ratios at the manufacturing level. 
A continuation of current sales rates on the part of 
manufacturing industries, would mean that their in- 
ventories could expand as much as $4 billion without 
yielding an historically excessive aggregate inventory- 
sales ratio. 


MATERIALS SCARCITY 


The assumption about sales levels is not an idle 
one. Throughout the first half of 1955, new orders 
have generally exceeded sales volume in manufac- 
turing industries, particularly in those durables in- 
dustries where new orders are of special significance. 
And it seems unlikely that sales will deline materially 
from their current level for the next several quarters. 
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This is confirmed by recent surveys of business exec- 
utives’ opinions about the last half of the year. (See 
results of the Conference Board survey published in 
The Business Record for August.) 

When inventories are viewed by stage of fabrica- 
tion, the same picture emerges. The rapid rate of 
expansion in demand during 1955 has thus far fore- 
stalled accumulation of finished goods inventories at 
the manufacturing levels, just as the decline of de- 
mand during 1954 prevented any rapid liquidation of 
stocks. Finished goods inventories are now somewhat 
larger than they were in early 1953, although by no 
means abundant when related to shipping rates. 

Most of the room for expansion in inventories seems 
to be at the raw materials and goods-in-process level 
of fabrication. Goods-in-process stocks are now ap- 
proximately at their level of 1953, and somewhat 
below their level at mid-1953. In view of the rapid 
rise in output, some further expansion of goods in 
process seems altogether possible. 

But it is in raw materials that manufacturing in- 
ventories look to be most sharply depleted. As of 
midyear, raw materials stocks, valued in current 
prices, were about 10% below the level of early 1953; 
after correction for price adjustment the percentage 
change would doubtless be greater. An expansion of 
something on the order of $2 billion-$3 billion in raw 
materials inventories alone would not put these in- 
ventories in any excessive relationship to the current 
rate of materials consumption. 


THE NET OF THE CASE 


It might be noted, in passing, that the relative 
deficiency of raw materials inventories checks with 
the fact that the greatest upward pressure on the price 
level now appears to affect raw industrial commodi- 
ties rather than finished goods in either wholesale 
or retail channels. Even a quick look at the basic 
inventory position of a wide range of raw materials— 
softwoods and hardwoods, pig iron, copper, tin, zinc, 
pulp and paper (especially newsprint), rayon and 
acetate yarns, cement—make the point clearly enough 
that industrial commodities are temporarily short. 

The net of the inventory situation thus seems to 
be that the rate of accumulation is already quite 
high, and should not be expected to rise much further. 
But accumulation itself may continue at the current 
rate for several quarters without producing a general 
inventory overhang—always assuming, of course, 
that sales and production volume do not decline for 
reasons other than inventory policy. At the moment, 
this assumption is still entirely valid, and inventory 
demand, at about its current rate, appears to be more 
or less assured into 1956. 


Ausert T. SomMERS 
Division of Business Economics 


BUSINESS FORECASTS 


General 


W. B. Given, Jr., chairman, and Kempton Dunn, presi- 
dent of American Brake Shoe Company, as quoted in Steel 
(August 8) —“ ‘The outlook for the second half of 1955 indi- 
cates that the current rate of orders and the high rate of 
shipments will be sustained.’ . . . Second quarter shipments 
were up 41% from those last year. Incoming orders are 
‘at a high rate.’ ” 


Agriculture 


The New York Herald Tribune (August 11)—‘The Agri- 
culture Department said today present prospects indicate 
this year’s crop production will match the 1948 record. 
Taking into account livestock production, total farm output 
this year would be the largest of record. 


“In a crop forecast a month ago, the department said this 
year’s crop volume looked as if it would be the second 
largest of record. Improvements during this month boosted 
the outlook. 


“The Agriculture Department today forecast this year’s 
corn crop at 3,477,711,000 bushels and the wheat crop at 
910,958,000 bushels. The corn figure is 28,044,000 bushels 
more than the 3,449,667,000 forecast by the Department a 
month ago. It compares with 2,964,639,000 produced last 
year and 3,080,115,000 for the ten-year (1944-1953) average. 


“The corn estimate also compares with a government pro- 
duction goal of about 3,000,000,000 bushels set up under 
an acreage planting allotment program. 


“The wheat estimate is 50,627,000 bushels more than 
last month’s forecast of 860,331,000 bushels. It compares 
with last year’s crop of 969,781,000 and with the ten-year 
average of 1,154,073,000. 

“Wheat was grown under rigid marketing quotas seek- 
ing a crop of around 900,000,000 bushels. But record re- 
serves and surpluses assure ample supplies. The wheat crop 
included 689,403,000 bushels of winter wheat, 221,555,000 
bushels of spring wheat other than durum and 14,293,000 
bushels of durum.” 

The Wall Street Journal (August 16)—“The Agriculture 
Department predicted another year of plentiful livestock 
production would follow 1955’s record output. 

“In a report on the ‘livestock and meat situation,’ the 
agency said production of all meat in 1955 is expected to 
reach 26.7 billion pounds, 5% more than last year’s record. 

“The heavy supplies, which have already trimmed beef 
and pork prices, promise further reductions in the cost 
of meat eating for the rest of 1955. 

“The department’s forecast for continued meat abundance 
in 1956 was based on bumper feed crops, the good condition 
of most ranges and the large numbers of meat animals on 
farms. Another new record number of cattle will likely 


(Continued on page 335) 
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CAR PURCHASE 
WORKTIME IN 
THREE COUNTRIES 


N AMERICAN employee in manufacturing can 
buy a car here for about two thirds of what it 
costs a British worker to buy a car in England. And 
the American worker pays only about half what an 
employee in Germany must pay. These figures are 
based upon weeks of work required by workingmen 
to earn enough to pay for a low-priced car made in 
his own country. Difficulties arising from converting 
national currencies into dollars are thus avoided by 
this method. 


The weeks of work required have been adjusted for 
differing number of hours worked. The comparison 
is thus made in “real terms.” Real prices suggest 
that we attempt to pull back the money curtain that 
makes all international comparisons dark—in this 
instance by comparing, in physical terms, the work- 
time required for an employee to earn the equivalent 
of the cost of a new car in each country. 


An American worker in manufacturing can pur- 
chase one of the three leading low-priced cars in the 
United States for the equivalent of about twenty- 
eight weeks’ work. This figure is based upon the 
average weekly wages for all manufacturing and the 
average of retail list prices over the United States. 
The car in question is a standard four-door sedan 
with no “extras” included, such as radio, heater, 
power steering, etc. 


A FORTY-HOUR WORK WEEK 


To avoid a problem arising because of overtime 
payments in the United States for hours worked over 
forty, it was assumed that hours were reduced in the 
United Kingdom and Germany to that now prevail- 
ing in the United States and that weekly wages were 
reduced proportionately. The United Kingdom em- 
ployee would then have to work nearly forty-two 
weeks to be able to purchase a car, and the German 
employee about sixty-one weeks. 

The original computation by The Economist refer- 

1The Economist, in its issue of August 13, reported that a Ford 
Popular costs a British workingman in manufacturing about thirty-six 


weeks’ work. His German counterpart could purchase a standard 
Volkswagen for about forty-nine weeks’ work. 
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red to in the footnote overlooked the fact that weeks 
of work differ in the three countries. In the United 
States, weekly hours in manufacturing averaged about 
forty hours during the first half of 1955. Comparable 
figures for the United Kingdom and Germany were 
about forty-six hours and forty-eight hours. Conse- 
quently, in terms of time, the United Kingdom em- 
ployee in manufacturing worked 15% and the Ger- 
man employee 20% more hours a week. 

Can these figures be taken as an accurate repre- 
sentation of the real cost of automobiles in the three 
countries? Or are there other factors which ought 
to be taken into consideration? Actually, the United 
States figure, favorable as it is, does not sufficiently 
reflect the comparative bargain that the worker here 
receives in the purchase of a car. For one thing, the 
cars compared are not the same. The United States 
cars are bigger, more comfortable and more powerful. 
The foreign cars, too, have some advantages, but on 
balance it would appear that the United States cars 
have the edge. The supposed advantage of lower 
gas consumption of European cars is offset by the 
higher cost of gasoline there. 


WHAT IS BEING BOUGHT 


Despite these reservations regarding differences in 
the products, there is some grounds for making the 
comparisons. In a very broad sense, the prospective 
car purchaser is buying “private transportation.” 
The details of what he receives will differ, but the car 
he buys will serve the same broad function. 

Another factor that should be mentioned is the 
fallacy of using an average of retail list prices for the 
price of the United States automobile. List prices at 
the present writing are generally conceded to be above 
what the purchaser actually pays. But just how much 
it is hard to say. No series is published that purports 
to measure the price actually paid by buyers as dis- 
tinct from the list price. No standard discount exists 
because so much depends upon bargaining and the 
position of the prospective buyer and seller. The only 
fact that seems certain is that the list price is an 
overstatement. 


FACTOR OF WAGE SUPPLEMENTS 


One further point with which it is not possible to 
deal adequately is the influence of wage supplements 
in the form of employer contributions for social se- 
curity, pension, accident and family allowance pay- 
ments. Data do not permit an adjustment to be 
made for wages (or the equivalent of wages) in this 
form. What data are available point to the fact that 
these supplements are higher in Germany and lower 
in the United Kingdom than in the United States in 
relation to cash wages. 

* J. Frank Gaston 
Division of Business Economics 


Money Rates in Past Boom Periods 


(For current rates see facing page) 
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ninety-day loans. Call loan rates are the renewal rates. All rates are Economic Research. 
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FINANCIAL NOTES 


AND FOOTNOTES 


IGHER RATES in the money market, and 
better returns to savers, appear to be the order 
of the day. Federal Reserve authorities, far from be- 
ing dismayed by rising interest rates, are reported to 
be veering to the idea that the cost of money is in 
present circumstances probably the most feasible and 
desirable instrument for restraining speculation and 
rewarding those who prudently put aside something 
for the rainy day. 

In any event there has been a general stiffening of 
market rates during the past few months, and no in- 
dication of any early reversal of money policy has as 
yet appeared. The latest figures available at this 
writing presented this picture of the market: 


Call loans to brokers (N. Y. Stock Exchange 


OLGL OTA ils cha pos. ate eR Sw Als Sly vip el WA's 314-314% 
Time loans, 30-90 days............e0eeee0: 3 -314% 
Commercial Paper, 3-6 months............ 23,934 % 
Rediscount rate and Federal Reserve Bank of 

ING WaRy Orlcols dike ut arkcsstots eee thecal tes 2% 
Going rate on business loans (New York 

Ry IE Atos hua abe chiceaae te Csi ys Seine caews 3.30% 


Bond yields (Standard & Poors A-1 bonds).. 3.234% 


These rates obviously reflect tighter conditions in 
the money market than have been prevailing for some 
time past. Have they as yet reached a really high 
level, viewed in historical perspective? The answer 
may be found on the opposite page where prevailing 
rates (high and low) during the six months ending 
at the peaks of past boom periods (National Bureau 
dates) are charted. 


HOW EFFECTIVE A MECHANISM? 


But will such rates as these, or higher ones should 
they come, prove effective in placing a restraining 
hand on those segments of the economy where ex- 
tended use of credit has given rise to uneasiness in 
many quarters? The direct effect (excluding any 
psychological influence) of interest rates upon instal- 
ment loans is well within the realm of fact, and may 
be very easily stated. A few illustrations will suffice. 


1. A $1,000 thirty-month instalment loan at 6% on 
outstanding balance of funds actually received would 
require a monthly payment of $36. This is a rate lower 
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than now charged by any of the lenders, so far as known. 


2. Should that rate be cut in half to 3%, the monthly 
payment would be reduced only to $34.60. 


3. An increase to 9%, which must be regarded as 
high on the current scale, would cause the monthly pay- 
ment to rise to only about $37.35. 


4. In fact, at 12%; the monthly payment would come 
to only $38.75. 

These figures, obviously, cast doubt upon the effec- 
tiveness of higher rates as such as a means of restrain- 
ing the flow of funds into instalment loans. 


Skepticism increases when it is realized how easily 
even this added monthly cost is eliminated by length- 
ening the term of the loans. From all accounts, a 
period of thirty months is now about standard, but 
many loans are being made on thirty-six-month 
terms and even longer. If our thirty-month 9% loan 
is lengthened to thirty-six months the monthly pay- 
ment is about $31.80 as compared with $37.35 at 
thirty months—and, for that matter, $34.60 at 3% 
for thirty months. 

But for reasons which seem good and sufficient to 
the authorities—and to most others, too, for that 
matter—there is no apparent disposition to revive 
Regulation W or any of the other formal restrictions 
which would impinge upon the term, or upon the 
down payment. In any event in the present state of 
the markets, it would be difficult to find any very 
enforceable fixed rule about such phases of busi- 
ness. Lack of standard prices for new cars and the 
state of the used-car market render it almost impos- 
sible at times for the lender to determine what the 
down payment is in a particular case. There are many 
ways of making the terms of such loans appear to be 
what they are not—balloon notes being one of the 
most conspicuous of them. 


WHAT BANK EXAMINERS CAN DO 


What the authorities appear to be relying on for 
the most part in this area is the work of bank ex- 
aminers. It is generally conceded that so far as bank 
lending is concerned this plan of action could be just 
about as effective as the authorities would like to 
make it. The question is how restrictive do the 
authorities want it to be. 


Frepertck W. JoNnEs 
Division of Business Economics 


Income Redistribution and Social Policy—A series of studies 
on income redistribution in Denmark, France, the United 
Kingdom, the United States and in underdeveloped terri- 
tories, which attempts to estimate the nature and the 
magnitude of the redistribution and the possible conse- 
quences. Edited by Alan T. Peacock. Jonathan Cape, 
London, 1954. 25 shillings. 


SPENDING FOR SERVICES 


Consumers are buying more and paying more than ever before 


ing increased by a whopping $19 billion. An 
increase in spending for services represented 
almost half of this amount. 

Purchases of services are now running at an annual 
rate of $90 billion, but the market for services still 
recelves scant attention compared with the $160-bil- 
lion market for goods. Fluctuations in the monthly 
retail sales figures for durable and nondurable goods 
are watched closely. Lacking a monthly measure, the 
persistent tortoise-like advance in service expendi- 
tures is easily overlooked. 

Consumer outlays on services have had a signifi- 
cant effect on the trend of consumer spending in the 
postwar period. This has been owing in part to the 
changing composition of consumer outlays over the 
past decade, reflecting long-run changes in consumer 
demand, and in part to a delayed-reaction uptrend in 
the prices of services. 

In general, outlays for services tend to be rela- 
tively stable, compared with fluctuations in consumer 
expenditures for goods (see chart). Since about 1940, 
service outlays, measured in current dollars, have 
been climbing at a steady rate, while expenditures 
for goods have shot ahead abruptly at times, and 
slowed down at others. Measured in constant 1947 
dollars, these cyclical and secular changes in con- 
sumer outlays have taken place in a narrower range, 
reflecting the fact that a significant part of the move- 
ments in current dollar expenditures represents price 
changes. Nevertheless, the drop in consumer expen- 
ditures from the 1920’s to the depression, and their 
subsequent rise, are sizable even in terms of constant 
dollars. The present level of “real” outlays reflects 
today’s higher living standards compared with those 
of a generation ago, in terms of services as well as 
tangible goods. 


MORE SPENDING ON SERVICES 


With the postwar rise in standards of living have 
come deep-rooted and persistent changes in the dis- 
tribution of the consumer dollar between goods and 
services. These are reflected in the changing relation- 
ship of consumer service outlays to total consumer 
outlays (see chart). In 1945, services accounted for 
33% of total consumer spending. By 1947, this ratio 


() ine THE PAST two years, consumer spend- 


had dropped to 31%, in the face of the postwar up- 


surge of consumer demand for goods and the rela- 
tively sharper advance in the prices of goods com- 
pared with those of services. In the years since 1947, 
there was a steady increase in this ratio, and by 1954, 
the proportion had risen! to 3614%. 

A shift of five percentage points in the distribution 
of current dollar expenditures in less than a decade 
represents a remarkable change in consumer markets. 
As real incomes have expanded in the postwar period, 
a significantly greater portion has gone into spending 
for services. Is such a shift likely to continue at the 
same rate as that of the past decade? The answer 
depends upon how much of the change represents a 
setting straight of war-induced distortions in con- 
sumer spending patterns, and how much it reflects 
new forces at work in postwar consumer markets. 


HOUSING IN GREATER DEMAND 


The most important single factor in the changing 
postwar pattern of consumer spending for services 
has been a rise in the demand for housing. This is 
measured in the Department of Commerce spending 
accounts as space rent for renters, and imputed space- 
rental value for homeowners. Almost 60% of the 1947- 
1954 increase in the proportion of total consumer 
spending flowing into services is accounted for by 
increased spending for shelter. 

The postwar record of residential construction has 
been widely noted. This year will evidently be the sev- 
enth successive year in which more than one million 
nonfarm homes will have been started. This level of 
home-building activity affects the structure of con- 
sumer spending in several ways. Its impact is re- 
flected in the imputed item “owner-occupied non- 
farm dwellings space-rental value,” which has pro- 
gressively increased as a share of total consumer 
spending, and has accounted for almost 45% of the 
total relative shift in consumer outlays for services 
since 1947. Over the same period, the share of total 
consumer spending going for cash outlays for rent 
increased much less (see chart). 

Associated with this increase in homeownership 
has been a rise in the stock of appliances—those de- 

1—In the second quarter of this year, another spurt in durables 


buying pushed the proportion of total consumer spending accounted 
for by services down slightly to 36%. 
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veloped prewar as well as those marketed extensively 
for the first time in the postwar era. It therefore 
comes as no surprise that consumer outlays for utili- 
ties—electricity and gas—have risen more rapidly 
than expenditures for goods and many other services. 
If expenditures for telephone services are included 
with those for gas and electricity, the “utilities” cate- 
gory accounts for 20% of the relative shift of con- 
sumer outlays toward service expenditures in the 
period 1947-1954. Against this must be offset a rela- 
tive drop in spending for domestic service. House- 
wives themselves (and perhaps their husbands), to- 
gether with appliances and utilities, have been re- 
placing the domestic servant. 


CONSUMER INTEREST CHARGES UP TOO 


In order to purchase a vast stock of appliances to 
put into their new homes, as well as into existing 
homes, consumers have gone increasingly into debt 
over the past decade. Greater outlays for automo- 
biles, in substantial part associated with the shift to 
homeownership and the trek to the suburbs, also 
underlie the increase in consumer debt. Higher debt 
totals have involved greater outlays in interest 
charges, a component of expenditures for services. 
From 1947 to 1954, interest on personal debt increased 
significantly as a per cent of total consumer outlays. 

The revolution in homeownership, plus the associ- 
ated growth in the ownership and use of appliances 
and automobiles, plus the financing charges to pay 
for these appliances, thus account for the greater part 
of the shift toward consumer services spending in 
recent years. 

The repercussions of this revolution in homeowner- 
ship reach out in all directions. For example, with 
the growth in ownership of television sets and the 
corresponding increase in the amount of time spent 
in the larger confines of the privately owned home, 
there has been a corresponding drop, absolute as well 
as relative, in spending for the movies. Over the 
same period, expenditures for radio and television re- 
pairs have increased their share of total consumer 
outlays. 

In addition, the increase in the number of cars 
has affected transportation services purchased by con- 
sumers. Expenditures on local city public transporta- 
tion, including taxicabs, as well as for intercity rail 
transportation, have declined relative to total spend- 
ing. But outlays for automobile insurance are now 
higher in relation to total spending than in 1947. 


COMPARISON WITH THE TWENTIES 


To answer the question of whether expenditures for 
services are now in any sense “normal,” or “in line”— 
in other words, whether the postwar changes repre- 
sent something new, or only a return to the patterns 
of previous years—comparison must be made with 
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Postwar Rise in Service Outlays Outpaces 
Spending for Goods 
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Sources: Department of Commerce; W. H. Lough, “High Level 
Consumption”; Simon Kuznets, “National Product Since 
1869”; Bureau of Labor Statistics; The Conference Board 
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Relation of Service Outlays to Total Consumer Outlays 


Increase in percentage of service outlays to total consumer out- 


lays from 1947, through 9ok nse tote alee os are 5.4% 
Owner-occupied space rental value................04- 2.4 
‘Lenant-occupied space rent. icicle cc yee erie Saisisles 0.9 
Household utilities, less decline in domestic service..... 0.8 
Interest on consumer debt.................0eeeeeeeee 0.7 
Other net yay iaceus tactrctneinlc Sein ane: Oabieveiiecet ome 0.6 

5.4 


prewar experience. Since consumer spending changes 
markedly over the business cycle, reference has to be 
made to a previous prosperous period, namely the 
1920's. 

Expenditures for services now take less of the 
actual consumer dollar than a generation ago. But 
this is owing to the lower proportion accounted for 
by housing expenditures, and reflects the lag in rents 
behind other prices—of both goods and services. All 
other services are relatively more important now than 
in the Twenties. 


Household Operation Expenses Higher 


The rising postwar trend in expenditures for utili- 
ties represents a significant upward shift in their rela- 


tive importance as compared with the 1920’s. When 
placed in a quarter-century perspective, the decline 
in domestic service so evident within the past decade 
also appears to be a continuation of a long-run move- 
ment. The disappearance of the domestic servant in 
recent years is reflected in a drop of almost half in 
the percentage of consumer outlays going for such 
services. When consideration is taken of the more 
than threefold increase in domestic service rates 
since before the war, the decline in real terms has 
clearly been even sharper. 

Another important and apparently long-run change 


1Usually comparisons of this sort are made with 1929 as the repre- 
sentative year of the prosperous Twenties, and in many cases this is 
an adequate procedure. For appraising long-run trends in services 
expenditures it was an abnormal year in at least one notable respect; 
namely, the magnitude of brokerage charges. In that year, the top 
of the stock-market boom, more than 2% of total consumer spending 
was represented by such charges. In the mid-1920’s, such charges 
took only an average of 0.4% of total consumer spending; in 1954, 
the comparable ratio was slightly lower. The difference between 
the proportion of consumer spending going for services in the past 
year and a half and the proportion for 1929 is cut in half by con- 
sideration of this particular factor. Any comparison of the current 
scene with prewar years must therefore be in terms of an average 
of several years. The period 1923-1929 is used here. 

Data on expenditures for services prior to 1929 were developed 
by Tae ConrErENceE Boarp, based upon the work of W. H. Lough, 
“High Level Consumption.” The deflator for services prior to 1929 
was based on Kuznets, ‘‘National Product Since 1869.” 
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Emphasis on Housing Boosts the Importance of Services in Recent Years 


OTHER 
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4 INTEREST ON CONSUMER DEBT 
1954 A HOUSEHOLD UTILITIES AND DOMESTIC SERVICE 


Note: Outlays on services have been expressed as a per cent of total consumer spending 


Sources: Department of Commerce; Lough, op. cit.; Kuznets, op. cit.; The Conference Board 


in the distribution of consumer expenditures for 
services has occurred in outlays for medical care. A 
sharp rise in the relative importance of outlays for 
hospitals and sanitariums, and for medical care and 
hospitalization insurance, has been evident in the 
postwar period. Comparison with the 1920’s suggests 
that current levels represent a decided upward shift 
in expenditures for institutionalized medical care. 
(There have been no correspondingly sharp changes 
in payments to medical practitioners.) Among the 
underlying causes, of course, has been the widespread 
acceptance of hospitalization plans, which were of 
minor importance a generation ago, but which are now 
in force among many segments of the population. 


Interest Up—Brokerage Charges Down 


Other long-term changes in the distribution of con- 
sumer services in relation to total consumer spending 
have been minor, with the exception of two largely 
offsetting movements among personal business serv- 
ices. The expansion of consumer debt in the postwar 
period has boosted interest costs so that they now take 
a larger proportion of the consumer dollar than in the 
1920’s, when instalment buying first took hold. This 
is a consequence of the currently higher proportion 
of consumer durables purchases, and of the trend 
toward greater dependence on credit. However, this 
is offset by a reduced take of brokerage charges, as 
compared with the average for the period 1923-1929. 
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Other Services Stable 


Changes in the proportion of spending devoted to 
transportation and personal services, such as dry 
cleaning, laundry, haircuts, etc. (down now as com- 
pared with the Twenties) and recreation (up) are not 
of major importance, and may well be within the 
range of uncertainty in the data for the earlier years. 
It is significant that stability in these sectors has 
been maintained even through the impact of depres- 
sion and war adjustments. 


PRICES OF SERVICES HAVE RISEN FASTER 


A substantial part of the steady upward shift in 
the proportion of consumer spending going for services 
in the postwar period is owing to the relative price 
movements of services and goods. In current dollars, 
the ratio of expenditures for services to total expendi- 
tures rose by almost 514 percentage points from 1947 
to 1954, but in constant 1947 dollars the rise in the 
ratio was only half so large. The reason: since 1947, 
prices for services have risen more than twice as rap- 
idly as prices for goods; service prices increased 28%, 
while prices of durable and nondurable consumer 
goods rose only 1244% (see chart) . 

Even within the services group, prices have not 
moved in parallel since 1947. The rent component of 
the BLS consumers’ price index increased by 36% 
over this period, while prices for other services (as 
measured in the Department of Commerce price de- 
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flator) rose by 25% (see chart). Divergences among 
price movements have been notably greater since 
1950, when many service prices (as well as prices of 
goods) began to stabilize. 


PRICE CONTROL AND DECONTROL 


Why have these price differences occurred? In 
part, they reflect differences in the impact of wartime 
price controls, and varying dates when the controls 
were eased or removed. 

During the depression of the 1930’s, rents dropped 
much faster than the average of all other services (see 
chart). Although rents staged a strong recovery by 
1940, they were still further below 1929 than the av- 
erage of all other service prices. Wartime price con- 
trols essentially froze this situation. The rent index 
rose very little from 1940 to 1945; all other service 
prices rose five times as fast. And the rise in the prices 
of goods over these five years was more than double 
the rise in these other service prices (see chart). 

From 1945 to 1947, with the relaxation of controls, 
the prices of goods continued to rise faster than the 
prices of other services. Rents climbed least of all, 


since they were controlled longer and more effectively’ 


than other prices. 

It should not be surprising, therefore, that since 
1947 the rent index has regained some of its lost 
ground in relation to other consumer prices, particu- 
larly after federal rent controls were removed. Simi- 
larly, the prices of all other services began to catch 
up with the prices of goods after 1947. The war- 
induced distortions have, at least in part, been re- 
moved from the consumer price structure. 


SPREAD IN PRICE RISES 


The individual prices of services included in the 
BLS consumers’ price index exhibit a wide range of 
increases since 1947 (see chart). The greatest postwar 
advance has occurred in street car and bus fares, the 
lowest in women’s beauty services. Most of the 
increases from 1947 to mid-1955 have been in the 
range of 20% to 40%, as compared with the increase 
of 25% in the over-all services price deflator. 

Relative to prewar, a definite pattern emerges in 
service prices (see chart). The administered ones of 
public utilities—railroad fares, telephone, gas and elec- 
tricity rates—have had the lowest increases. Prices 
which are predominantly labor costs—such as domes- 
tic services, personal care, shoe repairs—have in- 
creased the most. 

The high labor component suggests that prices of 
many services are now generally related more to 
labor costs—wage and salary rates—than to com- 
modity prices. Since 1947, the composite wage and 
salary index prepared by the Federal Reserve Bank 
of New York has risen steadily, as has the price 
index of all services other than housing. In contrast, 
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however, prices of consumer goods have been edging 
downward since 1952. The overwhelming labor com- 
ponent in most services helps to explain, at least in 
part, the continuing upward movement of service 
prices—even in 1955 when consumer goods prices are 
stable or even a little soft. 

In any event, one can no longer argue that the cur- 
rent trends in prices of services still reflect the pro- 
cess of readjustment to wartime and immediate post- 
war distortions. Relative to the Twenties, goods and 
service prices, other than rents, are now up about 
the same—two thirds. Rent itself is now only 6% 
higher than in the 1923-1929 period (see chart). How- 
ever, the behavior of rental prices over the past year 
suggests that even here a basic postwar realignment 
of supply and demand has been completed. The 
differential movements, over the past three decades, 
between rents and all other prices has resulted in the 
paradox that, although housing expenditures now 
take less of the consumer dollar, they account for sig- 
nificantly more of total consumer buying when meas- 
ured in constant prices. 

The significant increase over the past decade in the 
proportion of consumer expenditures going for serv- 
ices thus represent the effects of both passing and per- 
sistent forces. In part, the rise resulted from an up- 
ward readjustment in the prices of services as a cor- 
rection of the distortions that developed in the price 
structure during the war and immediate postwar 
years. 

In this respect, the pressure appears to have sub- 
sided. However, the recent advances in service prices 
have also reflected their close link to wage rates. And 
the general expansion of “real” outlays for services 
has reflected the trend toward homeownership, and 
the proliferation of other services that has translated 
rising personal incomes into higher standards of liv- 
ing. This latter group of influences is still active, al- 
though its impact on the pattern of consumer spend- 
ing may be less striking in the years ahead than in 
the decade just past. 

Morris CoHEen 
Division of Business Economics 
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(Continued from page 326) 


be fed, according to the Department, and increased hog pro- 
duction this fall has been indicated by farrowing. 

“Moreover, the spring pig crop of 1956, which starts 
coming to market in late summer, is expected to be larger 
than that of last spring. But the department said the in- 
crease will probably be ‘moderate,’ due to lower hog prices 
this fall.” 
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Construction 


Construction Review (July) —“New construction activity 
is expected to reach $41.8 billion in 1955, 11% above last 
year’s record of $37.6 billion. Prospects are that both 
private and public construction will reach an ultimate high 
this year, with private expenditures probably increasing 
(by 14%) to $29.5 billion, and public outlays (by 4%) to 
$12.3 billion. The projected $14.6 billion of expenditures 
on privately owned new dwelling-unit construction in 1955 
is about a fifth higher than in the previous peak year 1954. 
Other types of construction strongly influenced by the 
growth and movement of population—schools, churches, 
stores, office and professional buildings, utilities, service 
stations, and roads—are likewise expected to break records 
in 1955.” 


Automobiles 


Automotive News (August 1)—‘Tabulators in the auto 
industry whose business it is to shout about broken sales 
records can unplug their calculators and take an extended 
vacation this month. 

“August will be the first month since January that a 
registrations record set in a previous year will stand firm 
against the 1955 onslaught. 

“September and October also stand a good chance of 
keeping their records intact. 

“The situation comes about not because of any sudden 
collapse of 1955 sales, but because of the almost unbeliev- 
able sales activity of 1950, goaded by fighting in Korea. 

“Except for that 1950-August record of 683,995 new-car 
registrations (also the all-time high total for any month) 
August of this year should have no trouble topping all 
other August totals.” 


Wearing Apparel 


Reuben Berman, president of Fair-Tex, Inc., in The 
Journal of Commerce (August 3)—“The phenomenal growth 
of the knitted fabrics industry within the past five years 
is continuing, but at a more accelerated pace, and the fall 
of 1955 will see all business records broken by most of the 
knitting mills... . 

“  , . it is estimated that fall business for 1955 will 
run at least 20% ahead of the similar period in 1954.” 


Canada—Electric Industry 


Electrical World (August 1)—“Canada’s [electric] load 
growth is expected to slow down. . . . Increases in total 
demand, 7.4% a year from 1950 to 1954, are expected to 
reach only 6.7% a year in the 1954 to 1958 forecast. The 
growth of gross capability, 9.5% a year from 1950 to 1954, 
is considerably greater than the 5.8% a year expected through 
TOSS 5iens 3 

“For most provinces the forecasts indicate a smaller in- 
crease in load and capability in the years ahead (1954 to 
1958) than was actually experienced from 1950 to 1954, 
Saskatchewan and Alberta are expected to lead Canada 
with increases in gross capability of more than 50% during 
the next four years.” 


STATE UNEMPLOYMENT BENEFIT PICTURE 


of covered workers, now have a maximum un- 

employment benefit (excluding dependents’ al- 
lowances) of $35 or more per week. Only Alaska, 
with one tenth of one per cent of covered workers 
was in this category at the end of 1954. An additional 
twenty-three states, in which over two fifths of cov- 
ered workers are employed, have a maximum of $30 
to $34. Thus close to three fourths of potential claim- 
ants are now protected by laws paying maximum 
basic benefits of at least $30. A decade ago no state 
provided that high a benefit. In fact, only two, with 
1.8% of covered workers, paid as much as $25. The 


Ter STATES, accounting for almost one third 


The Changing Pattern of Benefits 


BASIC MAXIMUM 
WEEKLY BENEFIT 


$35 & OVER 0 ‘ i 
$30-$34 
0 0 0 0 
$25 -$29 ‘ F Woe: 
ECOVERED. 
$20-$24 EMPLOYEES 
$16-$19 
$15 


marr 


1939 


4 District of Columbia, Hawaii and Alaska are counted here as states 


1954 
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maximum in the remainder was $22 or less. (See the 
accompanying chart for the changing benefit pattern 
since 1939) 1 

This has been an extremely busy legislative year 
in the area of unemployment compensation benefits. 
Weekly amounts were boosted in thirty-five states 
and the number of weeks for which they are payable 
was increased in seven. As a result of these changes 
in duration, nearly three fourths of covered workers 
(in twenty-seven states) may receive benefits for up 
to twenty-six weeks or longer. The upper limit of 
twenty-six weeks was significantly exceeded for the 
first time by Pennsylvania’s adoption of a uniform 
thirty-week benefit period. 
A state listing of maxi- 
mum benefits and dura- 
tion is given in table 1, 
which shows also the share 
of covered employment ac- 
counted for by each state.? 
Highlights of the 1955 leg- 
islative action with regard 
to maximum benefits and 
duration follow. 


MAXIMUM BENEFIT 


Thirty-three states en- 
acted amendments raising 
the maximum basic weekly 
benefit; 7.e., the amount 
payable to the claimant 
without dependents. Two 
states raised only the maxi- 
mum benefit payable to 
claimants with depen- 
dents. While the increases 


1The District of Columbia, 
Alaska, and Hawaii are Teferred to 
in this article as states, since federal 
unemployment insurance legisla- 
tion treats them all in the same 
0 0 0 way. 

2Benefit amounts attributed to 
Alabama, Massachusetts, and New 
Jersey are provided in legislation 
that is still pending. The only 
uncertainty at this writing is to 
future developments in Massa- 
chusetts, where the House voted a 
$35 maximum and the Senate ap- 
proved the Governor’s bill for a 
$30 maximum. Since the two are 
deadlocked, to be on the conserva- 
tive side the $30 figure is used 
herein. 


0 0 0 
1955 
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in the basic benefit varied from $1 to $10, most of 
them (twenty) fell in the $3-to-$5 range. For the five 
states in which the increases amounted to $10, they 
represented percentage boosts of between 29% and 
50% over the former basic benefit. The count of 
states in which the maximum benefit is higher for 
claimants with dependents than for claimants without 
dependents remains at ten, but Illinois has replaced 
Arizona on the list.1 

Claimants without dependents are now provided 
maximum benefits ranging from $24 to $45 a week, 
with $30 the most usual amount. Claimants with 
dependents are limited only by the amount of their 
average weekly wage in Massachusetts. They may 
receive from $35 to $70 in the nine other states that 
pay extras at the maximum. 


MAXIMUM NUMBER OF WEEKS 


Seven states enacted legislation increasing the 
maximum duration by amounts varying from two to 
six weeks. The range is now from sixteen to thirty 
weeks, with twenty-six weeks the number specified 
in more than half the states. Laws which provide 
uniform duration of benefits—i.e., which allow poten- 
tial benefits equal to the same multiple of the weekly 
benefit amount to all claimants who can meet the 
qualifying wage requirement—still number fourteen. 
But here too there has been a substitution. Pennsyl- 
vania switched from a variable twenty-six weeks’ 
maximum to a uniform thirty weeks, while South 
Carolina went from a uniform eighteen weeks to a 
variable twenty-two. 

There is a general tendency for state benefit for- 
mulas to be liberal as to both amount and duration 
if liberal in one of these factors. Thus twenty-four 
states combine maximum basic amounts of $30 or 
more with maximum duration of twenty-six weeks 
or longer, while fifteen combine maximum payments 
of less than $30 with fewer than twenty-six weeks’ 
duration. 


POTENTIAL YEARLY BENEFITS 


Maximum potential basic benefits in a_ benefit 
year now vary from $384 in Virginia to $1,170 in 
Alaska. In states with dependents’ allowances, maxi- 
mum potential benefits for the claimant vary from 
$700 to $1,820, where a maximum amount is specified. 
The most frequent potential yearly basic benefit falls 
between $700 and $800 (seventeen states). This was 
also the most usual category prior to the 1955 amend- 
ments (twenty states) but then only two states ex- 
ceeded $800; now fourteen do. 


MirraM Civic 
Division of Business Economics 


1An eleventh “‘state’”—the District of Columbia—provides de- 
pendents’ allowances for claimants receiving benefit amounts of less 
than the maximum, but the maximum benefit is $30 a week regardless 
of dependency status. 
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Amount of Maximum Unemployment Benefit, and Dura- 
tion, as Amended in 1955 


Covered Employment 


worn te ears in 1954 
Es, 
State Benefit Weeks” 
_ Amount Duration In Per Cent 
Thousands} of Total 
CAV ab ara yolos tee eves 25a 20 427 1.2 
Alas la aay Astyan irc alnae 45-706 26 a7 v1 
SSATIZONaT eon coe oe 30 26 146 4 
*WATKAnSaS.», 20/24 bias st 26 18 230 Wi 
© @alMmorniiaiee sso lo 33 26 3,057 8.6 
COlOrndOw. wen cae c 28-35¢ 20-26 c 231 Hie 
PWonmecticut set ato © 35-52 26 693 2.0 
“TD elawmanesis ye yescers oe: 35 26 112 38 
District of Columbia. .| 30 26 Q17 6 
ARlorida: Hearne. LS 26 16 527 1.5 
Georgia. ce. 222 a5 4 26 20d 597 aie! 
*Hawanieiwaccaia avers 35 20d 99 3 
eAVG Mics, « Cy ees oor 30 26 95 3 
*Tilinois 28-40 26 2,426 6.9 
SIndiang@ee ice otis eecee 30 20 965 Q.7 
SS TOWA HII he ee ee 30 Q4 362 1.0 
a Kansaser: 08... eee aus $2 20 316 9 
entickyiiicn sein: se 28 26d 408 1.2 
Louisiana). i). 0 0.8. 25 20 508 1.4 
MEN aInea hited aches 2 30 23d 173 5 
Maryland............ 30-38 26 624 1.8 
*Massachusetts........| 30-wage 26 1,436 4.1 
*Michigan............ 80-54. 26 1,731 4.9 
*Minnesota........... 33 26 589 EN: 
Mississippi........... 30 16d 198 6 
Missouri............. 25 24 845 2.4 
* Montana. oh icciteotieiek 26 20d 107 3 
* Nebraska... 5 «46 «ius 28 20 185 5 
Nevada. . .....| 30-50 26 58 2 
*New Hampshire. estan. 32 26d 133 4 
*New Jersey........... 35a 26 1,424 4.0 
New Mexico.......... 30 Q4 117 3 
*New York cic. oso. 36 26d 4,474 12.6 
North Carolina....... 30 26d 714 2.0 
*North Dakota........ 26-35 20d 52 4 
*Ohio mast bieke 33-39 26 2,395 6.8 
Oklahoma............ 28 22 315 9 
FOrevonse. anise 35 26 316 9 
**Pennsylvania......... 35 30d 3,021 8.5 
*Rhode Island......... 30 26 221 6 
**South Carolina....... 26 29 352 1.0 
South Dakota........ 25 20 55 2 
mennesseena. 40> ue oe 30 22d 544 1.5 
*Texas 28 Q4 1,409 4.0 
SUtaliaes Gee te ee 33f 26 142 4 
ae Viermonban sani 28 26d 62 2 
VAP BTN oe age ete ien ues, das 24 16 551 16 
*Washington.......... 35 26 547 1.5 
West Virginia......... 30 24d 319 a) 
*Wisconsin............ 36 26.6 764 2.2 
Wiyoming 4. )an ce ee 30-36 26 58 2 
United States. ook het fi 85,373 | 100.0 


Note: The stars indicate the thirty-five states that increased benefit amounts in 
1955; double stars indicate the seven states that also increased the number of weeks 
benefits can be paid. Except for Colorado (see footnote c) where two amounts are 

iven, the higher figure includes allowances for the maximum number of dependents. 

n Massachusetts, the upper limit is not a fixed amount but the average weekly 
wage of the claimant. 


aPending. See footnote 2 of text, page 336. 
bThe $45 maximum amount is for intrastate claimants; the maximum for inter- 
state claimants is $25. 


eThe higher figures apply to claimants who have been employed in the state for 
five consecutive calendar years with wages in excess of $1,000 per year and who have 
not received benefits during the period. 

dUniform duration. 

fAfter July 1, 1956, the maximum weekly benefit amount will be 50% of the state 
average weekly wage of covered workers. 


Sources: Bureau of Employment Security and state employment security agencies. 


Executives Report on 


HOW TO MEASURE SALESMEN’S PERFORMANCE 


“There is no exact scientific method of measure- 
ment for many of the qualities which we seek in a 
salesman. Certainly, figures are important, but they 
must be supplemented by the personal judgment of 
the salesman’s immediate superior, gained by work- 
ing closely with him in the field and observing his 
daily performance through reports and other regular 
sources of information.” 


of a miscellaneous metal products company, 

sums up the attitude of the eighty-six manu- 
facturing companies contributing to this month’s 
survey of business practices on measuring salesmen’s 
performance. 

Cooperating companies recognize the necessity of 
fairly and accurately evaluating salesmen’s perform- 
ance, particularly as it relates to such basic issues as 
salesmen’s compensation and promotion. As an elec- 
trical machinery producer points out: 


a HIS STATEMENT, expressed by an executive 


“There is great need for a satisfactory method of measur- 
ing salesmen’s performance so that compensation can be 
based on performance. Until one is evolved, outstanding 
salesmen will too often be underpaid while mediocre sales- 
men will be overpaid or retained in the sales organization 
when they should be replaced with more capable salesmen.” 


But the task of measurement is not simple. In the 
first place, the conditions under which salesmen of 
any one company work often vary by products and 
by territories. Secondly, the intangible nature of 
nonselling activities cannot be measured quantita- 
tively. And finally, “the experiences and attitudes 
of each sales manager differ from one man to an- 
other and this influences their interpretations of 
performance and relative values.” 

Many companies with small sales forces have no 
formal program of evaluating the effectiveness of 
salesmen. They rely on personal knowledge of the 
force for evaluation purposes. However, most com- 
panies with larger-sized sales forces regularly appraise 
salesmen’s performance in some formalized way. 


ITEMS CONSIDERED 


The points most frequently considered by cooper- 
ating companies in gauging the effectiveness of sales- 
men are: 


e Volume of sales produced 

e Customer relations 

@ Ability to handle expenses 

e Job knowledge (product, prices, policies, etc.) 

e Personal characteristics (appearance, energy, initi- 
ative, attitude, etc.] 

© Development of new business 

e Ability to manage territory 

¢ Home-office relations 


The amount of business obtained is, naturally, the 
most important criterion for measuring the effective- 
ness of salesmen. But, because the opportunity for 
making sales often varies by territories, many com- 
panies agree that “the measure of a salesman should 
be based not merely on dollars produced, but also 
on the percentage of the potential business in his 
territory which he obtains during any given period.” 


VALUE OF QUALITATIVE FACTORS 


The significance of evaluating a salesman on the 
basis of qualitative factors such as customer relations, 
job knowledge, and personal characteristics, is stated 
by two executives: 


“One of the most important considerations in gauging a 
salesman’s effectiveness is the intangible factor of the im- 
pression which he creates with his customers and the 
manner in which his knowledge and counsel are accepted 
by them. This can be determined only by the occasional 
contact which managerial personnel have with customers 
but is nonetheless a most important consideration.” 
—(Machine tools) 


* * * 


“First and foremost, we evaluate the effectiveness of a 
salesman on the basis of business developed. Over and 
above this basic point we take into consideration a number 
of contributory requirements such as his ability to handle 
customers and their problems, initiative and diligence in 
developing new prospects and customers, imaginative 
ability in locating new applications for our products, 
smoothness and accuracy in handling details, merchandising 
ability in working with distributors and other salesmen, 
willingness in handling complaints and credit situations, 
and general acceptance by customers.”—(General indus- 
trial machinery) 


And in the matter of cultivating new business, the 
president of a leather company says: 


“If a man is to grow in his territory he should also 
open a predetermined number of new accounts from season 
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to season, because of the normal growth and expansion of 
the retail business.” 


METHODS OF MEASURING PERFORMANCE 


There are three general methods used by cooperat- 
ing companies in gauging the effectiveness of sales- 
men: (1) establishing sales quotas; (2) personal ob- 
servation; and (3) analyzing sales-expense ratios. 
Many companies use more than one of these tech- 
niques, and a few point out that the system employed 
varies by the type of selling required and the chan- 
nels of distribution involved. For example, one food 
company reports: 


“We have so many extremely different situations that 
we have employed a wide assortment of methods. Some of 
our salesmen operate on an individual earnings basis with 
a profit and loss for each route. Others are on straight 
salary with personal appraisal by supervisors relied on 
primarily for gauging performance. In between are a 
tremendous number of variables, quotas, incentives, etc. 
We do a good deal of research on the subject of potentials 
but the application of this work varies from one product 
or one situation to another.” 


Sales Quotas 


Among cooperating companies the most widely 
used managerial instrument for measuring sales- 
men’s performance is the sales quota. Salesmen are 
judged on the basis of their ability to achieve pre- 
determined sales goals over a given period of time: 


“Sales performance is measured both against quota for 
the period and against the record of the same period last 
year. Comparisons are also made of these two gauges of 
performance for each individual salesman with the average 
of all salesmen in his particular product sales division.” — 
(Miscellaneous metal products) 

x ok x 

“Four times a year the sales supervisor reviews the 
salesman’s results with him, and sets up new goals or con- 
tinues old goals for the next quarter’s work. In essence our 
quota system is a review, reduced to writing, of where the 
man has been, and plans are projected for where sales 
management wants him to be.”—(Steel) 


* * * 


“The quantitative measure of performance is a com- 
parison with an annual sales quota. Periodic checks are 
made against this standard of performance by the divi- 
sional sales manager and substantial deviations result in 
conferences with the individual in an effort to identify and 
overcome any contributing difficulties.” —(Office equipment) 


According to several companies, sales quotas are 
based on “careful management evaluation and mar- 
ket research reports,” taking into account the various 
factors which influence territorial sales such as “past 
history, sales potential, and estimated future condi- 
tions.” And one cooperator adds that “salesmen in 
like areas and of like experience carry the same 
quotas, so that there is a common yardstick.” 
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In many cases, the salesman’s immediate superior 
establishes individual sales quotas, which are then 
reviewed and adjusted by higher levels of sales man- 
agement. On the other hand, one office equipment 
manufacturer’s procedure is at sales headquarters 
to “break the United States and Canada into dis- 
tricts, assigning each district its quota for sales. 
District managers then assign individual quotas to 
salesmen.” 

Some, companies require salesmen to take part in 
formulating sales quotas. For example, at one metal 
company, the “annual sales quota is established by 
the divisional sales manager'to whom the sales repre- 
sentative reports. It is made in conjunction with the 
sales representative, so that it represents an agreed 
upon, acceptable level of performance.” 

At a nonferrous metals company: 


“Once a year the salesman is supplied an alphabetically 
arranged list showing all his customers and prospects, the 
class of products sold in the past year and the dollar 
volume of products sold in each sales classification. With 
this information and with his knowledge of the amount of 
prospective new business in view, the salesman forecasts 
in detail the dollar volume expected in each sales class, 
in each account, from each prospect. 

“This is reviewed by the salesman’s field district sales 
manager who may, with the salesman, revise individual 
amounts either upward or downward as their combined 
judgment may dictate.” 


Commenting on the advantage of using quotas as 
a measuring device, one electrical machinery pro- 
ducer reports that “the major strength of our plan 
is that the facts are verified by authentic statistics. 
They have the psychological effect of letting each 
man know the type of job he is doing.” And, in the 
words of a maker of general industrial machinery, 
“comparison of actual sales with expected volume 
helps provide incentive.” 

However, there are drawbacks to sales quotas. 
Cooperators point to the problems faced in designing 
a good, workable quota system: 


“We encounter the difficulty of establishing and main- 
taining fair and reasonable quotas because of varying con- 
ditions in territory and changes in conditions during the 
year.” —(Chemicals) 

* * * 

“Although we strive for territory equality, upon which 
quota assignment is predicated, we recognize that terri- 
tories may not be equal. If there were some reasonably 
simple, practical device to appraise the potential sales of a 
territory we are confident that among other things, our 
turnover of sales personnel would drop.” —(Office equipment) 
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Personal Observation 


Many companies assess through personal observa- 
tion those qualifications of salesmen which are not 
readily subject to quantitative measurement. As one 
paper firm puts it: 


“Tn our program, emphasis is placed on personally assess- 
ing the worth of the individual to the company in terms 
of his complete job function rather than evaluating him 
solely in terms of sales volume level which, while being very 
important, is not all-indicative of total performance and 
worth.” 


Similarly, a producer of general industrial ma- 
chinery: 

“In evaluating the performance of our salesmen, we do 

not consider sales volume alone, but give considerable 


weight to the performance of the other duties related to 
sales which these men are called upon to perform.” 


In order to achieve greater precision in the analysis 
of skills and performance, merit rating systems are 
frequently used whereby salesmen are evaluated in 
terms of the degree to which they possess those 
“characteristics that successful salesmen exhibit.” 
Commonly, the desired traits are weighted according 
to their relative importance. One producer of miscel- 
laneous nonmetal products, for instance, evaluates 
its salesmen according to the following qualifications: 


“1. Energy and drive: aggressiveness, initiative, and urge 
to get things done 

2. Compatibility and teamwork: success in working effec- 
tively with trade and associates 

8. Resourcefulness: skill in analyzing situations and solv- 
ing problems 

4. Knowledge of job: product, uses, policies, customer 
requirements 

5. Sales ability: success in developing new accounts and 
holding old accounts 

6. Territory coverage: planning of work, calls made, cover- 
age of territory.” 


In the appraisal procedure, the salesman’s im- 
mediate supervisor typically makes the initial evalu- 
ation, results of which are reviewed by higher sales 
management. 

The procedures of three companies follow: 


“This ‘Marketing Ability Record’ is generally completed 
by three men—the salesman’s immediate supervisor and 
two other members of management who are familiar with 
his work. Then the average of the three ratings is con- 
sidered the over-all average for the salesman and it is the 
one used in determining the order of merit.”-—( Petroleum) 


* * * 


“Once a year the employee’s immediate supervisor, the 
supervisor’s superior and a representative of the personnel 
department will review the progress that the employee has 
made during the past year. After their conference, the 
personnel department summarizes the comments. It is 


then the duty of the immediate supervisor of the employee 
to discuss with the employee the results of the appraisal. 
The results of the employee interview are then recorded 
by his supervisor on the form which is filed in the emplovee’s 
record.” —(Chemicals) 

* *# * 

“The quality of each salesman’s performance is measured 
primarily through the results of quarterly meetings be- 
tween the district manager and the salesman. At this 
meeting every account is thoroughly reviewed in relation 
to potential in each product, sales of previous years and 
present year, call load, calls made, and present over-all 
status of the account. The quality of the salesman’s per- 
formance is brought out at this point through this ex- 
haustive study of his assigned accounts.” —(Foundry) 


Some companies follow the practice of having sales- 
men rate themselves independently at about the 
time they are being appraised. Writes one engine 
and turbine manufacturer: 


“The ratings are made by both the salesman and his 
manager. The two ratings are discussed and suggestions 
for improvements are made. They are then forwarded to 
our personnel department and headquarters sales man- 
ager’s office.” 


Most companies rate their salesmen annually. 
However at one automobile and equipment firm, “all 
personnel are evaluated quarterly or semiannually, 
depending upon the division”; at one chemicals com- 
pany, “quarterly”; and at a manufacturer of special- 
ized industrial machinery “every six months”. An- 
other cooperator reports that “we review the perform- 
ance of new salesmen at intervals of three, six, twelve, 
eighteen and twenty-four months. After twenty-four 
months, the review is made once a year.” 

The chief advantage cited in the use of merit rat- 
ing is the opportunity which it offers sales manage- 
ment to discuss thoroughly a salesman’s performance 
with him. In the words of a heating and plumbing 
equipment company: 


“The major strength of this type of evaluation is that 
it brings the manager and the employee closer together for 
counseling and development. It gives the employee a 
clearer picture of how he is doing and where he is at variance 
with his superior’s evaluation. He gains an understanding 
of his superior’s standards and in so doing builds strong 
personal relationships. It reduces anxiety and tension 
which exists where individuals do not have planned 
counseling.” 


And according to a petroleum firm: 


“We believe that the field review appraisal provides a 
realistic evaluation of each salesman’s response to his train- 
ing, supervision and daily experiences. It gives management 
an up-to-date record of the strengths and weaknesses of 
each salesman and encourages planning future develop- 
ment or reassignment of the individuals. Provision is made 
for discussion of the results with the salesmen and in this 
manner it reminds the salesmen of their own strengths 
and weaknesses.” 
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Cooperating companies are aware that the worth 
of any evaluation based on personal observation is 
dependent upon the ability of the appraiser and that 
an ever-present danger is the “human inability to be 
completely objective.” In recognition of this potential 
weakness, an automobile and equipment producer 
reminds sales supervisors not to “let personal feelings 
sway your judgment” while completing the merit 
rating form. One oil company, however, feels that 
“with three members of management rating the sales- 
man, personal bias is eliminated to a large extent.” 

Another company requires raters to let at least 
three days pass between evaluations of different sales- 
men so that the rating will not be merely a comparison 
between two men. 

Some companies point out that because of the dif- 
ference in interpretation among raters, a uniformity 
in judgment is difficult to achieve. For example, a 
paper company writes: 


“The main weakness in merit rating has been a lack of 
uniformity in translating the evaluation to a numerical 
score. This arises from the fact that approximately twenty 
regional sales managers are evaluating 180 sales repre- 
sentatives on the four generalized categories of job knowl- 
edge, customer relationship, management capacity and 
personal characteristics.” 


In the same vein, a heating and plumbing equip- 
_ment company says: 


‘Where we have twelve district sales managers rating 
300 salesmen it follows that we have twelve individual 
interpretations and values which make it difficult to judge 
performance on a national basis.” 


On the other hand, an executive of an engines and 
turbines company cautions: 


“We find a tendency on the part of the sales manager 
or supervisor to accept as good performance perhaps a per- 
formance which is good only by comparison with that 
salesman’s past performance. By this we mean that while 
the salesman may be doing better, a good salesman might 
be able to improve the performance greatly. To guard 
against this we continually compare the salesman’s per- 
formance in his territory with performances in adjoining 
territories and if there is a marked difference the reasons 
for this are explored.” 


Sales-Expense Ratios 


The efficiency of salesmen is evaluated in some 
companies by considering the twin elements of sales 
volume and the expenses incurred in making them. 
One approach cited is to gauge salesmen’s perform- 
ance in terms of the profits realized by their efforts. 
Thus a food company reports: 


“By and large, our system of handling a salesman is to 
keep books on him by putting him on a profit and loss 
basis. That is the only measure of performance that we 
have found practical.” 
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And a producer of specialized industrial machinery, 
in determining which “salesmen are particularly pro- 
fitable in their sales effort,” keeps track of the fol- 
lowing selling costs: 


“First, the salesman’s salary, the commissions he earns 
on the business he produces, and his traveling expenses, 
as a direct sales cost. 


“Second, his share of our branch office fixed expense 
for rent, light, heat, stenographer, etc. 

“Third, the amount of resale discounts involved in his 
monthly volume, over which he has little, if any, control.” 


Another approach is to evaluate sales personnel by 
their ability to keep selling expenses “in line with 
budgetary limits and still maintain adequate, orderly 
coverage.” For example, a manufacturer of general 
industrial machinery comments that “we keep a very 
careful record of the sales and expenses of each of our 
salesmen and figure the ratio of expenditures to 
volume sales.” 

Other illustrations are given below: 


“We gauge the effectiveness of a salesman’s performance 
by his cost of sales—taking into account salary, travel and 
related expenses—compared to the expense of other men 
in similar territories, handling comparatively the same 
volume of similar sales.” —(Nonferrous metals) 


* * * 


‘“‘A rough measure of our sales personnel’s performance, 
which is made at least twice a year, is to determine the 
ratio between their dollar sales and the fixed expense for 
each salesman including salary, traveling expense, hospi- 
talization, retirement annuity, social security and insurance. 
We realize, however, that when using these ratios we must 
take many things into account including windfalls, poten- 
tial of territory and variations in time devoted to sales 
promotion. These may not result in any immediate sales. 
On the other hand sales may develop in other territories so 
that the man who did the promotion work is not credited 
with the sales.” —(Electrical machinery) 


Other Techniques 


Several cooperators indicate that they use sales 
records and salesmen’s call reports as regular sources 
of information for evaluating the effectiveness of 
salesmen: 


“Our most important and fundamental report, the ‘Daily 
Activity Report,’ quickly shows the weaknesses and 
strengths of our salesmen. If the activity of new calls, 
surveys, proposals and demonstrations is high, orders are 
bound to follow. If a salesman’s business is down, then the 
report will tell where action must be taken.”—(Offce 


equipment) 
* * * 

“We measure the quality of each salesman’s performance 
largely by statistics. We employ a very simple call report 
system which requires a minimum of effort by the salesman. 
These call reports are tabulated and become part of a 
statistical sales analysis system which is easy to maintain 
but which gives us a cross reference as to orders, quotations 
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and calls, and can be broken down by customers, salesmen, 

or products. These statistics are summarized in report and 

chart form monthly for review by the sales manager and 
general manager.” —(Machine tools) 
* * # 

“The records of good as well as poor producers are 
examined to determine how many calls they make, how 
many demonstrations they make, and how many machines 
they place on trial, for there is a relationship between each 
of these functions and the number of sales they close.” — 
(Office equipment) 

It is evident that many companies are not satis- 
fied with their present evaluation techniques. While 
some companies say that their “methods have proven 
satisfactory over a period of time and no basic changes 
are contemplated,” others see room for further im- 
provement in their present programs. 

As one industrial machinery producer puts it: “We 
have been dealing with this problem rather pointedly 
within the past ten years but we still are not able to 
say that we are entirely satisfied.” 


THE CHANGING PATTERN 


Some companies have taken steps to better their 
programs. The following comments are typical: 


“The amount of data made available as a basis for judg- 
ment has been very materially increased. This includes 
information covering the details of sales by product to each 
customer, summarized by territory, by product classifi- 
cation, and by industry. This has, of course, facilitated 
the evaluation of the individual salesman and it has also 
resulted in improvements in the other aspects of the 


sales program.” 
x Ke * 


“During the last two or three years basic changes in 


measuring salesmen’s performance have resulted in far 
better use of the tools which have proven so successful in 
many cases. This involves the utilization of call load 
schedules, quarterly reviews, strategy and product analysis 
techniques, and thorough evaluation of each customer’s 
potential.” 


Most companies contemplating future modifica- 
tions in their methods of evaluating the effectiveness 
of salesmen, point out that personal contact between 
salesmen and supervisors will be stressed: 


“In the future we are going to strive for closer ‘on-the- 
firing-line’ observations of each salesman by the branch 
managers and industry managers in order to better evaluate 
their performance.” 


NO FORMAL PROGRAM 


Companies with small-sized sales forces where sales 
executives are in close personal contact with salesmen 
find little need for formal systems of measurement. 
An executive of a foundries concern reports: 


“We do not have a formal sales department large enough 
to establish evaluation procedures. Two regular salesmen, 


one a vice-president in charge of sales and his assistant, 
and two sales engineers comprise our sales group. However, 
our president, our engineering staff and metallurgist do 
some selling as teams when developing a project with a new 
potential customer. 

“With the number of people involved in selling being so 
small in our organization, our top management is familiar 
with the results of the department without procedures to 
gauge the effectiveness of our salesmen and sales engineers.” 


Similarly, according to a textile firm: 


“‘We have not yet adopted any formal scheme for measur- 
ing the effectiveness of the performance of salemen as a 
part of our regular procedure. Since we have a relatively 
small number of men in our sales organization, it is pos- 
sible for our vice-president in charge of sales to keep in 
close contact with the sales force. Our method of measuring 
the effectivenss of salesmen is, therefore, that of individual 
appraisal by the executives to whom they are responsible.” 


The case for informality is further presented by a 
steel company: 


“The lack of a formal appraisal program does not result 
from a failure on our part to recognize the constant neces- 
sity for evaluating performance. Several times in the past 
we have evaluated our present informal procedures and each 
time we have come to the conclusion that greater formality 
is not required.” 


And some companies with bonus and commission 
plans point out that these programs provide enough 
incentive to obviate the need for evaluation. The 
president of a chemical company points out: 


“Our salesmen all work on a drawing account adequate 
to cover their requirements, plus reimbursement for travel- 
ing and business expense, and a bonus based on the earnings 
of the sales made by the salesman, which is, in effect, a 
profit-sharing arrangement. Under this plan there is little 
difficulty in measuring the quality of a salesman’s perform- 
ance. Either he is a substantial earner and therefore suc- 
cessful or, if he fails to earn a substantial addition to 
his income, he is unsuccessful and does not last very long.” 


G. Cuark THompson 
Grorce M. Umemura 
Division of Business Practices 


BUSINESS BOOK SHELF 


Soviet Industrial Production, 1928-1951—A book largely 
devoted to an explanation of the construction of a new 
index of industrial production in the Soviet Union. By 
Donald R. Hodgman. Harvard University Press, Cam- 
bridge, Massachusetts, 1954. $7.50. 


The American Story—Americans, according to the author, 
onetime editor of Tae Conrerence Boarp’s American 
Affairs, have been ruled by two passions: to be left alone 
and to be free. By Garet Garrett. Henry Regnery Com- 
pany, Chicago, 1955, $5.00. 
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Industrial Production Total Business Sales 
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Sources: Federal Reserve; Department of Commerce 


SELECTED BUSINESS INDICATORS 


1955 1954 Percentage Change 
Item Unit Latest Month | Latest Month 
July over over 


Production and Business Activity— 


Industrial production total (S) 1947-49 = 100 123 +0.7 +13.8 
Durable goods (S)...............000eeees 1947-49 = 100 134 +1.3 +17.2 
Nondurable goods (S)................... 1947-49 = 100 114 0 +12.3 
INEIGEA Sr US) MU ecm ctertscr- iene tiga « navetals 1947-49 = 100 112 -0.8 +8.9 

Consumer durables (S)!..................- 1947-49 = 100 116 +5.4 +33.6 

Machine tO0o1s?../.6 45.5 os sale « dole spslsteisw ake x's 1945-47 = 100 205.7 —23.7 —26.3 

Construction contracts awarded, residential] million dollars 745 +0.8 +28.7 

Construction contracts awarded, other®..... million dollars 1,091 +0.7 +20.3 

Retamisales)(S).:. s32..o3aeh fees . TON. million dollars 14,272 +1.7 +9.3 

Retail inventories (S)*.................... million dollars r 22,600a +0.6 +2.5 

Department store sales (S) (R)............ 1947-49 = 100 112 +8.8 +10.7 

Department store inventories (S) (R)4...... 1947-49 = 100 121a +3.3 +5.0 

Manufacturing sales (S)................... million dollars 23,3494 +1.9 +16.3 

Manufacturing inventories (S)*............ million dollars 44,185a) +0.6 -0.9 

Manufacturing new orders (S)............. million dollars 21,956a +0.2 +26.5 

Manufacturing unfilled orders‘............ million dollars 49,548 +1.7 -0.7 

Carloadings, total®....................... thousand cars 656 -1.0 +15.5 

Carloadings, miscellaneous®................ thousand cars 324 -5.3 +10.8 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 91.5 +0.7 -0.8 

Wholesale commodity prices, all........... 1947-49 = 100 110.4 +0.3 +0.2 
PURIST Mee Stet tees wc Swabia od 1947-49 = 100 96.2 —2 .5 —7.0 
Pndustrialarete rn corte ot eee. eo ead 1947-49 = 100 114.3 +0.8 +1.9 

Consumers’ price index................... 1947-49 = 100 115.2 +0.3 —0.4 

Farm parity price ratio................... 1910-14 = 100 88 2.3 —4..5 

Nonagricultural employment.............. thousands 54,661 +1.7 +4.8 

Wnempioyments:-\. 5.2.0 2s case aes cclseae! thousands 3,347 -7.8 —26.2 

Factory employment. ..................5- thousands 12,179 -0.3 +7.1 

Average weekly hours worked, manuf’ing.. .|| number 39.4 -1.0 +2.3 

Average hourly earnings, manufacturing. .. .|| dollars 1.80 +0.5 +4.4 

Personal income (S) (R)’................2. billion dollars 286.7 -0.1 +5.1 

Finance and Government— 

Bank debits, outside New York City®....... million dollars 62,137 -5.5 +10.6 

PSUSINCSE) LOOMS Ss & «ys .cc ja5; falas a des aie ikl million dollars 21,614 +1.4 +8.4 

Consumer instalment credit outstanding‘. ...|| million dollars 21,717a +3.2 +14.7 

Privately held money supply‘.............. billion dollars 198.5 +0.3 +4.5 

Federal budget receipts................... million dollars 2,827 —72.5 2.2 

Federal budget expenditures............... million dollars 4,827 -19.4 +11.5 

Defense expenditures..................... million dollars 3,199 —24..6 -5.1 

Federal budget surplus or deficit, cumulative} million dollars —2,000 

1QOutput of major consumer durables 5Average weekl: ilar of Wednesday figures R Series revised 

*Shipments 5A verage of 22 ante spot market prices 10From July 1 to end of month indicated S Adjusted for seasonal variation 
337 eastern states 7Annual rate aJune, 1954 n.a.Not available 

4nd of month 8337 centers pPreliminary rRevised 


Sources: Association of American Railroads; Agricultural Marketing Service; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve; 
National Machine Tool Builders Association; Treasury Department; THE Conreruncs Boarp 
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CONSUMER PRICE INDEX RISES SLIGHTLY 


stable level prevailing during the past three 

years. There was a very slight advance of only 
0.2% between June and July, 1955, according to ‘THE 
ConFERENCE Boarp’s ten-city consumer price index. 
At 100.5 (1953=100), the all-items index reached a 
high point for 1955, which was 0.1% below last year’s 
July index of 100.6. Increases were reported in most 
of the ten cities—Birmingham and Boston leading 
with increases. of 1.5% and 0.4%. The purchasing 
value of the dollar (1953 dollar=100 cents) was 99.6 
in July—0.1% below the 99.7 of the previous month. 


FIRST FOOD RISE SINCE MARCH 


The all-items advance was caused principally by 
the 0.5% rise in food prices. This was the first in- 
crease in food prices since March and the largest 
since January. At 98.5, the food index was 1.8% be- 
low the year-earlier figure of 100.3. Among the sub- 
components in the food index, the largest change, 
an increase of 1.7%, was reported in dairy products 
and eggs. “Other food” was up 0.5%, while meats, 
fish and poultry, cereal and bakery products rose 
0.3%. Prices of vegetables and fruits fell 0.2%. 

Beef prices were 0.8% lower than in June and pork 
and pork products 1.9% higher. Processed pork was 
up in all cities, with increases as much as 7% in bacon 
and 8% in ham. Poultry prices held steady over the 
month, while fish dipped slightly. Flour and maca- 
roni prices were lower, countered by a 0.4% advance 
in bread. 

Milk prices were up 1.0% during the month and 
2.5%.since May. This commodity, at 98.8, was 1.9% 
above the year-earlier index of 97.0. Higher egg prices 
were recorded in all cities, increases averaging 6.8%. 
Following a 6.0% decrease in June, potato prices dip- 
ped more sharply in July with an 18.4% drop. Indi- 
vidual cities had decreases of as much as 35%. The 
initial marketing of northern potato crops succeeded 
in depressing the high potato prices of the early part 
of the year which were due to February-March 
freezes across the southern areas of the country. Lower 
prices in all cities for cabbage and green beans were 
countered by increases in oranges, apples and peaches. 
A negligible drop of 0.6% in tomato prices followed 
three consecutive months of sharp decreases aggre- 
gating 14.5%. Coffee prices rose fractionally for the 
first time since December. Tea was down 0.8% during 


(state tov prices in July remained at the 


the month and 3.4% since April, but was still 14.7% 
above last July’s index figure of 107.5. 

Housing costs declined 0.1% during the month. 
Rent was up 0.5%, the fuel, power and water index 
down 1.9% and housefurnishings and equipment down 
0.2%. The decline in fuel, power and water was tied 
to a seasonal drop in Los Angeles gas rates. 

The apparel index, at 98.6, showed a fractional in- 
crease over the 98.5 of the month before, and was only 
0.2% below the year-earlier figure. At no point during 
the year has the apparel index had a monthly change 
of more than 0.3%. The high for the twelve-month 
period was 98.9 in August and September, 1954, the 
low 98.4 in the first two months of this year. 

Transportation costs remained the same between 
June and July. Changes in individual cities were in 
both directions and canceled each other when aver- 
aged. The indexes varied from 97.7 in Boston to 108.3 
in New York, while changes ranged from a decrease 
of 0.6% in Los Angeles to an increase of 2.4% in 
Birmingham. 

The sundries index continued its move upward 
with a 0.3% rise in July. Of the individual cities, 
Birmingham reported the largest change, an increase 
of 2.9%. Doctors’ and dentists’ fees, motion picture 
admissions, and haircuts prices rose in some cities. 


COURSE OF SOME SEASONAL CHANGES 


The accompanying double chart illustrates the 
movements since January, 1954, of the total vege- 
table and fruits index and some of its major group- 
ings. The group the most active and seasonally sensi- 
tive to price changes—fresh vegetables and fruits—is 
further divided into separate vegetable and fruit 
indexes. 

The index for canned vegetables and fruits, chang- 
ing negligibly each month, has fluctuated between 
94.8 and 97.2. It was 96.2 in July—up 0.1% from 
June and 0.3% above the year-earlier figure. This 
price stability is also evident in individual cities, where 
changes varied from 2.0% in Chicago to 5.2% in Bir- 
mingham and Los Angeles. 

Frozen vegetables and fruits after relative stability 
in 1954, declined from 93.1 to 87.8 between January 
and April, 1955. From this low point, the index rose 
to a peak of 93.7 in June. 

The sharp changes that occurred in the fresh vege- 


(Continued on page 351) 
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VEGETABLES & FRUITS 


:FRESH VEGETABLES. 
& FRUITS 


100 CANNED ig 
VEGETABLES Numbers 
& FRUITS 
Ps 1953=100 


et 
90 

ike) 
85 

110 


FRESH VEGETABLES & FRUITS 


FRESH FRUITS 


‘ Po he bas 105 
Looking % 
Inside 
the 100 
Vegetable 
and 95 
Fruits 
Component \ ney 90 


- 
Ne" FRESH VEGETABLES 


Purchasing Purchasing 
Value of 


DS ee 


WOGASuly sera thocceees: 100.6 8 0) 5 and 6 8 ales 9 99.4 ai! 2 
MIRUSE ets ere) sie lel ofsis: <-> 100.4 5 .0 6 Fah 8 9 ay .0 99.6 7 8 
September.......... 100.2 6 ai a f 7 6 9 9 2 99.8 4 A 
October............. 100.0 9 4 3 9 6 8 lief 1 100.0 0 6 
November.......... 100.2 4 A 5 34 8 Bh 8 2 99.8 4 4 
December........... 100.0 6 5 5 0 ME a 6 4 100.0 .0 .6 
Annual average..... 100.3 a 2 2 3 8 1 5 .0 99.7 180.6 55.4 

1955 January............ 100.2 2 101.8 9 103.9 98.3 98.4 101.4 101.4 99.8 180.4 55.4 
February........... 100.2 38 101.8 .0 104.1 98.0 98.4 101.5 101.4 99.8 180.4 55.4 
archon: ies delist’: 100.4 5 101.9 wl 104.3 98.1 98.6 101.8 101.4 99.6 180.7 55.3 
INVTILs cette tees were 100.4 A 102.0 3 104.4 98.4 98.6 101.8 101.6 99.6 180.8 55.3 
INT he Ree ake ntl: 100.4 a) 102.0 4 103.6 98.2 98.6 101.9 101.7 99.6 180.8 55.3 
ACTOR PE aie ee 100.3 .0 101.8 2 103.3 98.2 98.5 101.8 101.8 99.7 180.6 55.4 

RLU Ys Nate Senne ote ee att 100.5 5 101.7 . 101.3 98.0 98.6 101.8 102.1 99.6 180.8 55.3 

Percentage Changes 

June, 1955 to July, ioeeead +0.2 +0.5 =I +0.5 =19) S02 +0.1 0 | +0.3 -0.1 +0.1 —0.2 
July, 1954 to July, 1955... -0.1 -1.8 +0.7 +2.1 +1.6 —0.6 —0.2 +0.1 +1.2 +0.2 —0.2 +0.2 


1More stable items such as rent, utilities and parts of transportation and sundries priced quarterly. 
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PRODUCTION SINCE 1900: NEW PERSPECTIVE 


By Alexander Sachs, Economic Adviser 


HE PROGRESSION of the American economy 

in a postwar upswing has on the whole lasted a 
near decade. It has given rise at recurrent intervals 
to the question of deep concern as to whether at 
long last it is going to conform to the orthodox busi- 
ness cycle theory. In these circumstances, the instant 
writer, a sustained critic of that theory, has from 
time to time been called upon to provide light and 
explanation on his own orientation. The thesis for our 
economic experience during this decade may be 
formulated as follows: 


Postwar Prosreriry to Date Consists OF 
RECOVERY FROM PROLONGED UNDERUTILIZATION 
or Human AND MarertaL RESOURCES AND OF A 
Resertinc oF Our RetnvicoraTeD ENTERPRISE 
System on A Trenp Line or GrowTH WITH 
ENHANCED TECHNOLOGICAL AND SOCIAL STIMULI. 


Since the approach as condensed in the foregoing 
formulation has not been accorded publication, the 
following response to a request for a definitive treat- 
ment in published form is impelled by the writer’s 
own desires to have this interpretation subjected to 
wider examination and check. It also lets the case 
of the postwar expansion serve as a laboratory in- 
stance of his own more flexible theory of business 
cycles entailing longer time tracts and keyed into 
distinctive and epochal economic, social, and other 
stimuli. While this secondary and larger purpose 
must be left implicit, the primary one will be carried 
out in demonstrative detail to permit readers not 
only to check the work but to experiment with it on 
their own. Assuming that such check and evaluation 
will come out on the favorable side, then the personal 
reference to this experiment can drop out, and the 
content of the thesis can become a part of anyone’s 
repertory of ideas and principles applicable to accruing 
economic developments. For this writer holds with 
an Oxford teacher that only what is erroneous needs 
to be personally labeled to indicate responsibility, 
but what is veridical comes to any author as per- 
ception of what is and what is true rather than new 
creation. 


I 


The elements of distinctiveness in the devised in- 
dex are these four: 


(1) This index, as a fitted continuity for the move- 


ments from the beginning of the century, has been 
put on the same time base as the FRB’s Index, which 
uses the average of the near-by postwar years 1947-. 
1949 as equal to 100. But these fluctuations are shown 
in relation to a mathematically fitted and inserted 
trend line corresponding to the derived rate of annual 
growth of two and two-thirds per cent for our indus- 
trial economy for the half century. The use of an 
index in terms of movements over time in relation 
to such a normal trend is not only preferable to a 
chronological index, but is the appropriate and cor- 
rect one for our dynamic economy. It is thus in keep- 
ing with the original and continued ATT index and 
also with the Harvard-Persons index evolved in the 
latter part of the First World War and given wide 
currency during the first interwar decade. 


Those indexes added another stage by shifting the 


In an article contributed to the April, 1953, issue of 
The Business Record, Alexander Sachs took the position, 
as he has often done, that there exists an "orthodox 
business cycle theory,’ which years ago attained 
"canonical status'’ but which has not succeeded 
in explaining or laying a basis for foreseeing 
major changes in the business situation. This theory 
is then, he maintained, in a position closely similar to 
that of the Ptolemaic system of astronomy when Coper- 
nicus appeared upon the scene. 

In the course of his discussion Mr. Sachs undertook to 
reorient thinking about the Great Depression and the 
interlude readjustment in the later Thirties and reached 
the conclusion that "the old cycle theory is certainly 
dead, and a new cycle theory has not yet come into 
being." 

In the following article, Mr. Sachs for the first time 
in public print applies his own "more flexible theory 
of business cycles" to the course of events since the 
turn of the century. The Board is pleased to have the 
opportunity to present his ideas on this subject in his 
own language. 

We are certain that Associates will find much to 
interest them in the techniques employed, as well as 
in Mr. Sachs’ conclusion that civilian production "in 
this not yet finished postwar decade .. . is the equiva- 
lent of the return to normal levels of production for 
the normal consumption of an economy with an in- 
herent rate of growth over its long past and with a 
restored rate of growth over its recent past." 


BUSINESS RECORD 


trend, which herein is exhibited as a line moving up- 
ward, into a horizontal line; in this way the positions 
given in relation to the time-base become “deviations 
from trend.” However, the two procedures are con- 
ceptually and mathematically the same, with the 
latter procedure having the disadvantage of masking 
the graphic evidence of the growth for the sake of 
visual uniformity for the increments and decrements 
above and below the horizontalized base. It is note- 
worthy that the ATT staff uses as an alternative 
the method of portrayal adopted herein, by supple- 
menting its deviations from trend chart by one called 
“the growth of industrial activity in the United 
States” (with 1939—100). 

(2) The adopted starting point—instead of being 
the late Nineties, conforming to the beginning of the 
Dow-Jones industrial averages in 1897—is the begin- 
ning of this century. By that time the components 
of United States Steel, integrated and incorporated 
at the beginning of 1901, provided the technical tenor 
and set the business pattern of industrialization. 

(3) The composition of the index—as explained 
more fully in the footnote to the accompanying table 
—is a combination of an index that anteceded the 
FRB with the index of the FRB as successively 
shifted in time-base; to wit, the index that was com- 
piled by the National Bureau of Economic Research, 
covering “the output of manufacturing industries” 
up to the year 1919, and the index of the FRB for 
the later years. 


(4) The time tract of the Second World War, or 
1940-1945, instead of being represented singly and 
exclusively by the unseparated amalgam of war and 
nonwar activities, is represented by the production 
devoted strictly to meeting the needs of the civilian 
economy and society. In this respect, the Second 
World War differed markedly from the First World 
War, which entailed relatively little diversion from 
peace to war. For this latter time our industrial and 
economic activities were shifted and converted to 
the needs of war prosecution, so that in the culmi- 
native years of 1943 and 1944, the proportion of in- 
dustrial activity retained for civilian purposes was 
decidedly less than half of the total, indeed close to 
a mere third. The neglect of this, however unwitting, 
by all the published indexes has served to distort our 
notions of the level of industrial economy during the 
war in comparison with what had preceded and has 
succeeded the war years. 


Inasmuch as our index purports to reflect the rec- 
ord of production of a civilian economy for the pre- 
ponderance of the over half-century covered, the re- 
moval of the distortion from armament activities is 
a prerequisite for securing economic comparability 
and consistency for the various periods within this 
time tract. 
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The existence of such a pervasive growth trend in 
our index is technically an important element from 
the standpoint of business, banking, and investment 
management. But the outstanding element is that the 
chart makes available for the first time a record and 
portrayal that do justice to what we all know did 
occur during the war; namely, an American equivalent 
of an “austerity program.” Indeed, the appearance 
of the war period on the chart is that of symmetrically 
superimposed upper and lower cups—the inflation in 
the total production dominated by that of the war 
goods matching the deflation in the production of 
goods “for civilian purposes.” 

The economic austerity experienced by the Ameri- 
can people during the war was particularly mani- 
fested in automobiles and also applied to the motive 
power of automobiles, home building and other civilian 
construction, and to the whole range of consumer 
durable products. All this resulted in accumulating 
a tremendous backlog of unsatisfied demand. 

As a notable illustration, the car population that 
survived the end of the war (or, more precisely, the 
1946 registration) was figured at 25 million. And 
over a third of that (or, more precisely, 34.8%) was 
ten years old and over. Such was the accumulation 
of underproduction in that consumer durable prod- 
uct; and, notwithstanding the rapidity of our recon- 
version, so modest was the rate of fulfilment of that 
demand that by 1949 the ratio of over-aged cars in 
the total population of car registration had risen to 
within the neighborbood of half (42.3%). Granting 
the limitations of the registration data, these ratios 
have even greater validity than the absolute figures 
as estimated for the age brackets of the car population. 
Moreover, although we have by now doubled the car 
population at the end of the war, the last available 
census equivalent for automobiles as of July 1, 1954, 
purporting to record an outstanding car population 
of 48 million, still had close to 8 million (17.6%) over- 
aged cars, 


CORRESPONDING UNDERPRODUCTION 


Corresponding accumulations of civilian underpro- 
duction obtained in other consumer durables and 
household amentities regarded as essentials for the 
American home. In home construction the accumu- 
lated shortages of the war were aggravated by newly 
and distantly located war production plants which 
brought about a transformation of our internal eco- 
nomic geography and attendant population relocation. 
Thus in respect to housing, the early postwar years 
evidence analogues to the just noted accentuation of 
need for new automobiles between 1946 and 1949. 

The recognition accorded by our chart that the 
war period was a period of depressed production pro- 


(4) 
Index of Physical Output, All Manufacturing FRB Index 


Wear Total 
Adjusted to Industrial ° ° * 
1985-30 =100|Level of FRB| 1947-49 =100| ,Preduetion | Quantitative Data and Computation Procedures for 
Qi) x14 Devised Index of Industrial Production Since Begin- 
a eee a 30 33 ning of Century, with the Addition of a Computed 
OL aiewtanas ays 34 37 . * 
1008). ae 38 42 Trend To Represent the Historically Accrued Annual 
L905 = tacts 43 
1D04E dshispda Ls “es 40 Average Rate of Growth 
TOOS Eee Sealers 44 48 
1906 See Nee 47 52 
TSO TOIT acd 47 52 Notes: 
LDOS Boy hens: 39 43 The index, being a combination through splicing of the NBER index of physical 
ROOD Rare cee 46 51 output from 1900-1919 and the FRB index from 1919 to date, required an align- 
ment of the two on basis of 1919 relationship [ (1)x1.1], placing the first part on a 
TDLO Rae ee 49 54 basis uniform with the FRB; namely 1947-1949 =100. 
ra Aca te aah oc “ Bs For the periods starting with the Great Depression, or from 1930 on, the trend 
Tit seek 58 64 values have been computed and presented herein together with the points deviations 
TORACUREIS: edie, 55 61 from trend. Thus we have been enabled to aggregate the quantities of subnormal 
ISIS 64 70 production for the decade of the Thirties and, in respect to civilian production, for 
1Ol6rel et 16 84 the quinquennium of the war (1940-1945). That combination of prewar and wartime 
Ty rise es 76 84 accumulations of subnormal production is exhibited on the table and compared with 
1919) fees ke "5 83 fe the accumulation of extranormal production for the economy since the end of the 
TOS Gal ie a, 65 72 39 Ba ae et as Fp 
OS ence eee Al 
LOST er eyarcen 31 
TORS aR BERL 39 
1923S). otitis oaks 47 (5) (6) (7) (8) (9) 
sare A hgh ee co FRB Index, Total 
Sete erae amt Industrial Production Total Index, 
AQQGs = Syne: 51 for Civilian Purposes ered Trend Civilian Index, Trend Values 
LOOT ss cee eee 51 {pat ee ee eR alues Values : 
1008 een ere. 53 1935-39 =100| 1947-49 =100 
LORD Te ee 59 a a ea 
(Points on 1947-49 Base = 100) 
LOS Qo cdi Sha fe ct Ang, iB ae a phokt oh ete RE 49 51 ste Mm eee Te Gah os Se 
POSE eS. erate sete rah eek ae tot Te nee 40 52 ELE ugk hele saan! 
LOSS ce eee ea ee ae: ee ee a 31 54 eee ee LIN Soci 
MOSS cps otter ies GP ee PA Cama Mn Ei ences 37 55 reat A> OATH id ple ph te Arad SE ict 
LORE INE Arne nieoncsue parte. tl Riehl r Bie) olmette arity 40 57 Gib it Param RRL AAS 8 
LOST eet. aslo tees CMG ene RUE RIES ane 47 58 = Leelee Ripe tasters 
LOSG c.f. niece ene pie) Ba ae 56 60 sc Uys Pree WEP RMORE oS. 
DOS is ale, sore yshs aie ukue hs oie lore toto we IOs Meee eR 61 61 Retr | aan ae ae 
LOS ERPS ea ceeod tte  ee aeeae 48 63 PTE LOGINS Xa ee TS eave 
WSO. ec inde seme. 22th d eae eee tie eae ae 58 65 THERA B ee oe Oe Pe 
-109 
LOS D fees wratrank ob oe Ba es a Se ene 67 119 64 66 -—@ 
LOA oid Seat evctahl adele tae eee pee aA 87 130 70 68 a 
LOE ce talsistiae anne enone tan Rt eae eee 106 92 50 70 -20 
ROMS 550) 355 tay Ws Ne Ane a ORE ROE CEE 127 80 43 72 —29 
USE ee RRM AM rs Mee dT a es kT 125 80 43 73 -30 
OED esate k's uot acter sumrene ty aE rca ROC aCe eee 107 102 55 15 HANS —20 
Ui ESE POT Pood all BUR Nerd els Re UA, hime ee) Seah ES ne 90 160 86 77 +13  |1940-45 civilian production 
Le aR ais ALORS Ot Mian er he ae 0 os Wh Nr Ve 100 79 eel -99 points from trend. This 
1948 2 o.. dst} Tel RR. Se 104 81 + 23 wartime deficit added to 
BOA aa ticwe ste cen h oie Paeisieth uc Rint ee eae 97 84 tits that of total index 1930-39 
OBO Rie 20) Mae a Be cf Dt I one cae a et 112 86 + 26 = -208 points from trend. 
DOO se ease dy, visage store Bet At tee ae RRR Re ae 120 88 + 32 1946-54 total index 233 
pL UNAS ECSIeemMreh rir ikea wey eect Rape er 124 90 + 34 points above trend. 
MOB M: tials fie ste aniael a kek. bi bene amihs pte erated 134 93 + 41 
MOMS (elas S » youl sialu sles Dake beta Ai ee or RO 125 95 + 30 
+233 
Col. (1). NBER index: from p.44 ofits publication on “The Output of Manufactur- Col. (4). Federal Reserve Board series as revised December, 1953. 


ing Industries” converted to 1935-89 base by dividing by factor 340. 


Col. (8). Adjusted'NBER figures converted to 1947-49 base by multiplying by the 
1935-39 average of FRB series on the 1947-49 base or by 54. 


vides a corrective to a very grave error that runs 
through all other indexes of production. This is their 
failure to accord recognition to wartime submergence 
of our civilian economy and society. One may invoke 
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Col. (5). Federal Reserve Bulletin, September, 1945. 


Col. (6). Col. (5) converted to 1947-49 base by multiplying the 1985-39 average 
of FRB series on 1947-49 base. 


in this connection an observation that Justice Holmes 
made in an address, prior to the First World War, be- 
fore the Harvard Law School Association of New 
York: “At this time we need education in the obvi- 
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ous more than investigation of the obscure.” Indeed, 
without inclusion of this neglected “obvious,” the 
whole picture of the postwar years has been refracted 
and distorted. 

The statistical side of the task to accord recog- 
nition of the radical divergence between civilian and 
total production was taken care of by the Division 
of Research and Statistics of the Federal Reserve 
Board and has been recorded in the Bulletin for Sep- 
tember, 1945, on page 852 of the year’s volume. 
While the estimates were not substantiated in requi- 
site detail, and those of the early postwar years differ 
somewhat from those made concurrently by Professor 
Kuznets, the figures given in that Bulletin are the 
only complete ones available anywhere. Although for 
the concluding war year 1945, only the two quarterly 
months of March and July are given, they have suf- 
ficed for our independent computations of relation- 
ships for the closing months of the war and for the 
early part of 1946 and for the year as a whole. Ac- 
cordingly, with our essayed completion of the data for 
the balance of 1945, we transcribe the FRB staff’s 
allocation of production for the years from 1940 to 
1944, extended by us to 1946: 


Industrial Production for War and Civilian Purposes 


Points in total index, 1935-39=100; monthly figures seasonally 
adjusted 


Total Industrial For 


Production Purposes Civilians 
POS Siac caw cee ns 125 6 119 
BBR Ls aed actors feo ih Bie ahs 162 32 130 
DOA Ria. icaahig te vt: ore 199 107 92 
LG) SNe ee See eeeean 239 159 80 
OM See Mell he he ab ahs seve 2 235 155 80 
PAD st! cram tetaics Bo, cnait 2. 203 101E 102E 
ERG cet trees pees aun sore oa 170 10E 160 


Inasmuch as it is our aim to relate the accumulated 
underproduction of 1930-1945 to the postwar above- 
normal production, we have added columns in the 
accompanying table to give the annual data for the 
trend values of the index represented by the chart 
and also for the deviations from trend from 1930 on. 
Thus we have been enabled to aggregate the quantities 
of subnormal production for the decade of the Thir- 
ties and, in respect to civilian production, also for the 
quinquennium of the war (1940-1945). That combi- 
nation of prewar and wartime accumulations of sub- 
normal production is exhibited on the table and com- 
pared with the accumulation of extra normal pro- 
duction for the economy since the end of the war. 


As a result of this processing we are enabled to 
combine the accumulated deficiencies in the prewar 
decade of Great Depression and subnormal re- 
covery with the subdued and subnormal civilian 
production during the war. The addition of the 
109 points of subnormal production prior to the 
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war and the 99 points of the war period gives a 
total of 208 points below the line of normalcy— 
normalcy being the level required for the mainten- 
ance of production equal to the historically experi- 
enced average rate of growth in industrial produc- 
tion for the United States economy; to wit, 2-2/3%, 
a year. Now the reverse process of extranormal 
production following the end of the war is spelled 
out correspondingly by the accrued annual units 
of increment above the trend. Taking the years 
since the end of the war as a whole, and without 
separating out the contributions by the Korean war 
and defense, the aggregate of extranormal activity 
from 1946 to 1954 amounts to 229 points. That 
difference could be narrowed by adjusting for the 
ten residual points for "war purposes’ in 1946. 
Treating 1946 as wholly in the postwar period, the 
difference, then, between the accumulated defi- 
ciencies over 1930-1945 and the near decade of 
1946-1954 is below 10% or decile. While we have 
no corresponding official measures of the contri- 
butions to industrial production by the Korean war 
and by military supply shipments to Allies, they 
certainly represent an order of magnitude consider- 
ably greater than 10% of the accumlated above- 
normal production. 

We are thus led to set down as a reasonable and 
justifiable conclusion that what we have had in this 
not yet finished postwar decade as production 
covering the civilian economy is the equivalent of 


the return to normal levels of production for con- 


sumption of an economy with an inherent rate of 
growth over its long past and with a restored rate 
of growth over its recent past. 


Ill 


Significant and important as is this near-equiva- 
lence between the aggregation of subnormal produc- 
tion for the civilian economy over 1930-1945 and the 
aggregation of extranormal civilian production over 
1946-1954, that equivalence is not in the nature of a 
substitution with a time lag. For an integral part of 
the rate of growth under capitalism is the recurrent 
introduction of new forces—economic, technological, 
and social—within the economy. Recovery is not just 
replacement of the old, but entails new economic in- 
carnations of the capital goods suited to the enhanced 
life and improved experience. In point of fact, not 
even our staple consumer goods, down to the food for 
the maintenance of life, are precisely identical with 
the past. New science, new technology, and also new 
social techniques of production and distribution 
permeate our ways of living, working, and enjoying. 
But at the same time and to the extent that successive 
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Growth Trend of United States Industrial Output, 1900-1954 


INDEX NUMBERS 
1947- 49=100 


F.R.B. INDEX 
TOTAL INDUSTRIAL 
PRODUCTION 


RATIO SCALE 


1900 1910 1920 


INDUSTRIAL PRODUCTION 


FOR CIVILIAN PURPOSES 


1930 1940 1950 1955 


Note: Physical output index of the National Bureau for Economic Research covering the period from 1900-1918 is spliced: to Federal Reserve 


index for period 1919 to date. 


periods can be made commensurable by the quantified 
expressions in the index of industrial production, it is 
valid to maintain in the light of the evidence herein 
that this decade has not been marked by the equiva- 
lent of economic speculative excesses, but rather by 
economic restoration and resumption of the main lines 
of advance for our nation and our economy. 


ei st 


There is a further point of essayed responsiveness 
to a question that might occur to some readers. 
Owing to the popularization of the conventional busi- 
ness cycle theories along with the presumptive tech- 
niques of mechanical forecasting, men-of-affairs have 
become skeptical about charts with trends, because 
trends are so often used as self-sufficient projections 
for determining the future. Hence it is important 
to state specifically what is implicit throughout this 
study: that the lights thrown by this chart as to the 
comparative economic soundness of what we have 
lived through are not coupled with an idea that there- 
fore another indeterminate time-stretch of boom is 
predetermined. The economy has for a long time 


moved on a high plateau, and it will require wisdom 
and resourcefulness on the part of all elements of our 
society—from the Federal Reserve and Treasury to 
business, banking and investment institutions, and 
the public—to keep it going on that high plateau. 
But the prosperity of this postwar, unlike that of the 
Twenties, has had strong foundations and been car- 
ried forward with a rare convergence of competence 
and prudence. Because of the evidence provided by 
the chart of the accumulation of such a strong base, 
it has seemed to this writer right to maintain that re- 
current readjustment phases of this postwar era 
would be short and moderate. The seemingly more 
correct appraisal that it portrays of the course of 
our economy has served as a factor of reassurance. 
But the fact that it exercised that influence upon this 
or another observer is not so important as the dis- 
cernible and demonstratable import that the chart 
might give to anyone. 

Accordingly, detaching it deliberately from the for- 
ward light that it has and could have provided, it is 
maintained that it can serve now the worthwhile func- 
tion of illumining the track passed and disclosing 
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perduring forces that are apt to be operative in the 
track ahead. This consideration deserves still further 
development because it is deemed helpful as a con- 
tinuing tool of analysis and reflection. For while fore- 
sight is better than hindsight, there is danger in our 
prevalent overemphasis on deterministic forecasting 
and recoil from hindsight. For reviewing the record 
and eliciting its significance can also be the means 
for gaining the kind of time-transcending sight which 
we call insight. It is in critical or indeterminate 
situations that such insight furthers the weighing and 
balancing of probabilities that lead to correct fore- 
sight. 

So, in contrast with our penchant for supposedly 
inevitable projections, there is need for combining the 
newer statistical techniques with the older art and 
discipline of judgmental rather than mathematical 
probability. It is that type of probability thinking 
which the great John Locke—who so profoundly in- 
fluenced our Founding Fathers and our institutions— 
called “a guide of life.” To continue his thought: 
“in the greatest part of our concernment, God has 
afforded only the Twilight, as I may so say, of Proba- 
bility, suitable, I presume, to that state of Mediocrity 
and Probationship He has been pleased to place us 
in here.” 


CONSUMER PRICES 


(Continued from page 344) 


table and fruits group were mainly responsible for the 
varied movements in the total index. The peaks for 
the fresh vegetable and fruits index have been reached 
in May, with the 1955 figure of 108.8 higher than the 
year-earlier index by 4.3%. Comparable movements 
in each year are due to seasonal variations, with the 
1955 levels 3% to 8% higher than the corresponding 
months of the year before. In both years the fresh 
segment has increased sharply from the February 
low points for three consecutive months to the June 
peaks. 

The second chart illustrates a further division of the 
fresh vegetable and fruit group into individual cate- 
gories. Between April, 1954, and February, 1955, a 
period of relative stability for the total fresh group, 
the separate segments have fluctuated sharply but in 
opposite directions. Only during February and May 
of each year have fresh fruits moved in the same up- 
ward direction as fresh vegetables. From the peak 
of 112.4 attained in May, 1955, fresh vegetables de- 
clined rapidly following a dip of 6.0% in June, with 
a drop of 8.8% in July. The changes were mainly a 
reflection of the very sharp reductions in potato 
prices. Countering this downward movement was an 
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increase in July of 9.0% in fresh fruits. This group 
rose almost 25% since February due to a normal 
seasonal advance and crop damage caused by an 
early spring frost. 
James C. APICcELLA 
Statistical Division 
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POSTWAR PROFITS IN BRITAIN 


By F. W. Paish, Professor, University of London 


been operating since the war are quite unlike 

any known before. The last ten years, with the 
most temporary and local interruptions, have been 
years of continuous boom. . . . It is therefore natural 
that a number of inquiries! should recently have been 
made into the effect which these conditions of unpre- 
cedented boom and unprecedented rates of tax have 
had on the conduct of British business. 

The first question which inquirers have asked is 
whether one effect . . . has been to raise business 
profit margins. Unfortunately the question is com- 
plicated by the fact that since the war the concerns 
and industries included within the scope of the defi- 
nition “private industry” have been continuously 
changing under the influence of successive measures 
of nationalization and denationalization. . kn 
attempt has therefore been made, with the help of 
information most kindly provided by the Central 
Statistical Office, to separate out among the prewar 
companies those that have not since been nationalized, 
and so obtain roughly comparative figures for com- 
panies both before and after the war. Throughout 


Ginaien in which British businesses have 


this article, therefore, the 1938 company figures ex- 


clude those of companies which were subsquently na- 
tionalized. I am also indebted to the Central Statis- 
tical Office for help in estimating some figures for 
1954. 

As a starting point we can . . . get a rough idea of 
changes in the profitability of companies by relating 
gross company trading profits to the gross domestic 
product before and after the war. Unfortunately 
the only prewar year available, 1938, was a year of 
fairly severe business recession, in which profits were 
probably lower than in the previous two or three 
years. 

From . . . preliminary inquiry we get the impres- 
sion of very large increases in the profit margins of 


This article is reprinted in slightly abridged form (prin- 
cipally with several of the tables omitted) from the June, 
1955, issue of District Bank Review, published by the Dis- 
trict Bank Limited, with headquarters at Spring Gardens, 
Manchester 2, England. It appeared under the title, 
"Company Profits and Their Distribution." 


business since before the war. This first impression 
is, however, considerably modified if we consider not 
gross trading profits but net trading profits after pro- 
viding for the maintenance of capital physically in- 
tact. The difficulty of estimating the cost of main- 
taining fixed capital intact has been largely removed 
by the recent work of Mr. Redfern,? from which it 
appears that, because prices of capital goods have risen 
more than other prices since before the war, the pro- 
portion of the national income needed to maintain 
fixed capital intact is considerably greater than before 
the: Wary to. 

To obtain estimates of net profits, we must also ex- 
clude inventory profits and losses—that is to say, 
those profits or losses which are due to changes in 
the book values of inventories of unchanged size. 
Thus, in 1938, which was a year of falling prices, we 
must add back inventory losses, while in most post- 
war years we have to make substantial deductions for 
inventory profits. If we thus make allowance for 
keeping both fixed assets and inventories physically 
intact before arriving at net profits, we get the follow- 
ing result: 


Table (1): Gross and Net Company Trading Profits 


£ mill. 


Net Trad- 


Depreci- Stock Net ing Profitas 
Gross ation at | Apprecia- Net Domestic | % of Net 
Trading tion or Trading | Product | Domestic 
rofit Deprecia- Profit at Factor | Product 
tion ‘ost at Factor 
Cost 
LOS8 eee 580 +60 513 4,589 | 11.2% 
1948..... 1,795 -200 1,315 9,183 | 14.3 
1949..... 1,861 -170 1,391 9,845 | 14.1 
1950..... 2,144 —440 1,374 10,162 | 13.5 
LOSI 2,484 465 1,629 11,273 | 14.4 
NO52s Ake 2,208 gabe 1,758 12,310 | 14.3 
HOGS aie 2,364 +28 1,912 13,099 | 14.6 
1954. .... 2,576 — 50 2,016 13,864 | 14.5 


While taking net profits instead of gross reduces 
the scale of the rise in profits margins since before the 
war, it still leaves us with a rise of something like 


1Especially by David Walker, ‘Some Aspects of the Taxation of 
Companies,” (‘Manchester School,’ January, 1954), and by Nicholas 
Kaldor, “The Economic Effects of Company Taxation” (Paper 
delivered to the Manchester Statistical Society, March, 1955). 

*Philip Redfern, ““Net Investment in Fixed Capital in the United 
Kingdom, 1938-53” (Paper delivered to the Royal Statistical Society, 
January, 1955). 
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30% over 1938, though the rise over an average of the 
years 1936-1938 would be smaller. The picture can be 
made still more precise if we check these results with 
the figures . . which the annual reports of the 
Commissioners of Inland Revenue give of the ratio of 
gross profit to turnover in various industries. Un- 
fortunately the latest figures available refer to profits 
returned in the financial year 1952-1953, which mean 
profits actually earned mainly in 1951. Similarly, 
the prewar figures for 1938-1939 refer to profits earned 
in 1937, which was a more profitable business year 
than 1938... . 

These figures give the impression that, while gross 
profit margins increased moderately in most lines of 
business (we can exclude drink and tobacco, where 
turnover was greatly inflated by taxation), the really 
large increases were confined mainly to those indus- 
tries, particularly the textile industries, which had 
been seriously depressed before the war. Taken in con- 
junction with the figures for net trading profit given 
in table (1), it can probably be said that, for most 
industries which were doing well before the war, net 
profit margins, after providing for the maintenance of 
capital intact, were not much greater in postwar years 
than they had been in 1937, though a few, especially 
those depressed before the war, were doing a great 
deal better, and nearly all were doing appreciably 
better than in the relatively depressed year 1938. 


PROFITS DISTRIBUTION 


Let us now turn to an examination of changes, not 
in the size of company profits, but in their distribu- 
tion. Here . . . the changes are dramatic. The most 
obvious of the changes in the distribution of net 
profits before tax which has occurred since before the 
war is the enormous increase in the proportion going 
to the Treasury and the enormous fall in the propor- 
tion going to the shareholder. 

In 1938, of the net profit before tax, 31% was 
paid in taxation (of which 1% was withdrawn from 
tax reserves), 48% was paid in net preference and 
ordinary dividends or added to dividend reserves, and 
22% added to the companies’ own reserves. Since the 
war, the proportion going in taxation (including 
changes in tax reserves) has increased in all years to 
well over 50%, in some years to nearly 60%, and 
in one year (1951) to nearly 70%. Except in 1951. 
this increase was wholly at the expense of net pref- 
erence and ordinary dividends, whose combined share 
of net profits at one time fell to 1314% and even after 
the slight increases of the last year or two, received 
only 16% in 1954. Except in 1951, the proportion 
going to the companies’ own saving has been main- 
tained at well above the prewar figure. 

The fluctuations since the war in the proportion of 
net profits taken in, or set aside for, taxation have not 
in the main been due to changes in rates of tax, but 
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rather to the fluctuations in the relationship between 
true profits after maintaining capital intact . 

and accounting profits as calculated for purposes of 
taxation. The difference between the two is not in 
the main due to inadequate depreciation allowances. 
While for the whole country these have, according to 
Mr. Redfern’s calculations, been little more than half 
the actual annual cost of maintaining fixed capital 
physically intact, their inadequacy has been most 
marked for public corporations, public authorities 
and houseowners. From table (2) it will be seen that 
for companies by themselves the addition of the 40% 
Initial Allowance appears to have made depreciation 
allowances more than adequate for the years 1949- 
1951, while, even after the withdrawal of the 40% al- 
lowance, their inadequacy in 1952 and 1953 was not 
very large. With the introduction of the Investment 
Allowance in 1954, total depreciation allowances for 
companies seem to have been brought very nearly into 
line with replacement costs, at least for the time being. 


DEPRECIATION METHODS 


Mr. Redfern himself calculates that, for many of 
the fixed assets owned by companies since the war, 
depreciation at original cost does not amount to much 
over half the total of depreciation at replacement 
cost. On the other hand, if we compare our estimates 
of depreciation at replacement cost with the normal 
annual depreciation allowances calculated at original 
cost for tax purposes, before the inclusion of the 
initial and investment allowances, we find that the 
allowances are in most years equivalent to more 
than 70% of replacement cost, only falling below 
70% in years during and immediately following 
periods of particularly rapid price increases. 


Table (2): Companies' Depreciation 
£ mill. 


Depreciation allowed for 
tax: Annual allowance. 
Initial and investment 
allowances............ 
Total allowed for tax... 


Estimated depreciation 
at replacement cost... 
Annual allowance as per- 
centage of depreciation 
at replacement cost... 


142 


505 


510 


71 


The apparent discrepancy between these and Mr. 
Redfern’s proportions is probably accounted for, at 
least in part, by the fact that Mr. Redfern used the 
straight-line method of depreciation, while, for tax 
purposes at least, most British companies use the 
diminishing balance method, which gives a much 
heavier weight to the more recent purchases. In a 
period of rapidly rising prices, the diminishing bal- 
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ance method of calculating depreciation gives consid- 
erably higher depreciation allowances and a consider- 
ably lower taxable profit than the straight-line 
method. 


PROFITS AND TAX OVERESTIMATION 


While the complaints about inadequate deprecia- 
tion allowances for companies seem to have had a less 
firm basis than had been supposed, a really serious 
degree of overestimation of profits and of overtax- 
ation has occurred through including in profits the 
rise in the value of inventories due entirely to changes 
in prices. For a company to continue to operate effi- 
ciently, it is no less necessary to keep circulating 
capital than fixed capital physically intact, and to in- 
clude in taxable profits the rise in the book value of 
an inventory of unchanged size is to tax receipts 
which are needed to maintain capital intact. It is 
largely the check to the rise in prices which occurred 
after 1951, and the consequent disappearance of the 
fictitious element of stock appreciation in taxable 
profits, that accounts for the fall in the proportion of 
true profit which has had to be paid or set aside for 
tax, from 69% in 1951 to 59% in 1952, and 54% in 
1953 and 1954. 

It has been this fall in the proportion of true profit 
taken in taxation during the recent period of rela- 
tively stable prices which has been the main reason 
for the easier financial position of most companies. 
While some part of the larger share of profits remain- 
ing after tax has gone towards increasing ordinary 
dividends—Mr. Walker’s contention that these are 
unaffected by the level of taxation is clearly not com- 
pletely defensible—the greater part has gone to in- 
creasing the companies’ own savings, which in 1953 
and 1954 received about 30% of net profits before tax, 
as compared with not much over 25% in earlier years 
and only 15% in 1951. The increase in company sav- 
ing since before the war . . . is however not nearly 
so great as is suggested in the paper read by Mr. 
Kaldor, who reaches the conclusions that “net savings 
of companies in the nonnationalized industries were 
ten times as large, in the average of 1951-1953, as in 
1938; so that, even allowing for a threefold rise in 
the price of capital goods, net capital savings avail- 
able for expansion were over three times as great in 
the latter period as in the former.” 


The difference between Mr. Kaldor’s conclusions 
and those reached here is due, not to any difference 
of opinion about actual facts, but to differences 
about what is meant by “net savings of companies.” 
To reach his conclusion Mr. Kaldor includes in net 
saving two elements which are excluded here, inven- 
tory appreciation and changes in tax (and dividend) 
reserves. He takes a year, 1938, of falling prices and 
heavy inventory losses, and compares it with a period, 
1951-1953, which contained large inventory profits. 


Thus in spite of the fact that he is purporting to cal- 
culate net savings—that is to say, saving available for 
expansion after providing for maintaining capital in- 
tact—he is in fact arriving at an amount which in 
1938 was considerably smaller and in 1951-1953 con- 
siderably larger than that which was available for 
expansion after maintaining capital physically intact.t 

The second point is more arguable. It is true that 
reserves set aside by a company to cover taxes which 
it will not need to pay until the following year are 
available for meeting the company’s expenditures in 
the current year; it is also true that so long as profits 
are maintained tax reserves will not fall, and the 
money so set aside remains permanently at the com- 
pany’s command. But the same is true of many other 
forms of delayed payment, including trade debts; and 
it is not suggested that an increase in these should be 
included as part of the company’s saving. 

It is, of course, not altogether fair to group tax re- 
serves with trade debts as current liabilities of the 
company, for if the company should go into liquida- 
tion on the day after the date of its balance sheet, or if 
it should incur a sufficiently heavy loss in the ensuing 
year, the tax debt, unlike a trade debt, would be 
wholly or partly extinguished. On the other hand, 
if in the following year the company fails to make a 
profit while yet avoiding a loss, the amount standing 
to the credit of the tax reserve will have to be paid 
out to meet tax liabilities. Surely therefore tax re- 
serves should not be considered as on a par with a 
company’s own capital, but should be regarded as at 
least a contingent liability, even though a rise in 
them may come in extremely useful in emergency to 
meet current payments, especially when, as in 1951, 
the cost of replacing inventories is rising rapidly... . 

It will be seen that Mr. Kaldor’s definition shows 
net company saving at a maximum in 1951, a year of 
great financial stringency, with a heavy fall in sub- 
sequent years, which were years of increasing finan- 
cial ease. The alternative definition has the opposite 
effect. 

INVESTMENT LAGGING 


While company savings, even on the strictest defi- 
nition, have in real terms recently been running at 
not far short of 50% above the 1938 total . . . net 
domestic fixed investment by companies has recently 
been lagging. 

The fall since 1950 in net fixed capital formation 
in this country by companies may be attributed part- 
ly to the effects on the statistics of the nationalization 
of the iron and steel industry, but also to the effects 


‘of changes in government policy, perhaps especially 


1Since the above was written I have been informed by Mr. Kaldor 
that the failure to correct the figures for stock appreciation (as dis- 
tinct from tax reserves) in his estimate of “real savings” was due to 
a slip in the preparation of the figures and not to any difference of 
view as to the appropriate definition of “real savings’; the figures 
will be corrected in the published version of his lecture. 
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Table (3): Total Domestic Capital Formation by Companies and Its Finance 


£ mill. 
1938 1948 1949 1950 1951 1952 1953 1954 
Net‘fixed capital formation....................0.0005- 73 229 246 284 232 178 180 208 
lange im sizeof stocks. ......2...0scc-2 sc ccee hee eae +60 +200 +20 -30 +400 -70 +50 +310 
otal Net capital tOrmaviones 9.40 ct cclees eae nda 133 429 266 254 632 108 230 518 
Net saving by companies.................0.00000eees 150 400 465 449 330 549 695 706 
INetren TEA ErANSIETS) <3 asks ee sate cen eee ote: bie +73 +58 +43 +39 +37 +47 +20 
Companies’ ‘Own FESOUrces... Lc ss se eee ele ee ek 150 473 523 492 369 586 742 726 
Excess of resources over net capital formation at home. . +17 +44 +257 +238 —263 +478 +512 +208 
Changes in tax and dividend reserves.................- -2 +171 —22 +90 +407 +41 +53 +150 


the dropping of the 40% initial allowance in 1951 
and the introduction of credit restriction in 1951-1952. 
Mr. Redfern’s figures, however, make it clear that, 
even in 1952 and 1953, net investment in industrial 
buildings, and still more in plant and machinery, was 
well above the 1938 level, while there had been a very 
heavy fall in commercial buildings. Investment re- 
covered slightly in 1954, and there are signs that this 
will be accelerated in 1955. It should also be re- 
membered, in assessing the significance of the fall in 
investment since 1950, that the mere replacement of 
worn-out or obsolete fixed capital usually implies an 
improvement in quality, so that even with net invest- 
ment at zero it would be reasonable to expect a con- 
tinued rise in productive capacity. 

From table (3) it may be gathered that investment 
in the physical expansion of stocks and of work in 
progress, while fluctuating violently, has since 1948 
averaged about £140 million in a year, or about half 
the amounts of net fixed capital investment. It has 
been mainly in years of rapidly rising stocks that 
symptoms of capital shortage for companies have been 
most apparent. 

The existence of a surplus of financial resources at 
the disposal of companies as a whole over their invest- 
ment needs in this country does not necessarily imply 
that the majority of industrial companies are in a 
position to finance themselves without outside help. 
Many companies are financial companies of one kind 
or another, which normally expect to invest their 
savings in the securities of other companies or of the 
public sector, and others have large interests overseas 
which they need to expand out of their savings. 
Nevertheless, it is difficult to believe that, in most 
postwar years, and especially since 1952, it has-been 
shortage of capital which has constituted the chief 
brake on investment by companies. 


IN SUMMARY 


To summarize our comparison of the financial posi- 
tion of United Kingdom companies since 1948 with 
what it was before the war, we find that net profit 
margins, after full provision for maintaining capital 
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physically intact, are probably not much, if any, 
higher in most of those industries which were already 
prosperous before the war, though they are very 
markedly higher in industries which were previously 
depressed. Of these net profits, however, the govern- 
ment takes a greatly increased share, which rose from 
30% in 1938 to nearly twice that figure in 1948-1950, 
and to nearly 70% in 1951, when, owing to the big 
rise in the cost of replacing inventories, the excess of 
taxable profits over true profits was unusually large. 
Since 1951, chiefly as the result of the check to the 
rise in inventory prices, the government’s share of 
true net profits has fallen back to about 54%. 

The rise in the government’s share of profits has 
not been at the expense of company savings, the share 
of which rose from 22% in 1938 to 25% or more in 
1948-1950 and then, after a fall in the exceptional year 
1951, to 30% in 1953 and 29% in 1954. It has been 
more than wholly at the expense of net dividends, 
whose share of profits fell from 47% in 1938 to a mini- 
mum of 1314% in 1952. The reduction since then in 
the effective tax burden has not, however, been wholly 
without effect on dividends, for net ordinary dividends 
have risen from 11% to 1314% of net profits. Even 
after this rise, however, gross ordinary dividends in 
1954 had a purchasing power of only 75% of what 
they had in 1938, while, after deducting tax, ordinary 
dividends were worth less than 60% of their 1938 
value. In spite of the rise in company saving, invest- 
ment in this country by companies has recently been 
below the prewar level, though it is now rising again. 


SOME QUESTIONS 


Is the system thus outlined, in which shareholders 
receive only a minute fraction of the profits earned 
by the companies they own, and where aggregate mar- 
ket values of all the issued securities of a company 
may be worth much less than the value of the busi- 
ness as a going concern, or even than the break-up 
value of its assets, one which is likely to prove stable? 

Both Mr. Walker and Mr. Kaldor say no. Mr. 
Walker expects that, as businesses or their assets 
change hands at their market prices, their loan and 
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share capitals will gradually be brought into line with 
the value of their assets and “the percentage of profits 
distributed will rise to something approaching the 
1938 level.” It is difficult to believe that Mr. Walker 
is serious in this prophecy. We must, of course, take 
“the percentage of profits distributed” to mean gross 
distribution, before tax; but even so this would in- 
volve an increase in gross dividend and interest pay- 
ments from the £900 million actually paid in 1954 to 
nearly twice that amount, leaving (on the 1954 fig- 
ures for profits) ) less than £900 million for tax pay- 
ments and company saving combined. 

Such an increase would be possible (at unchanged 
rates of tax) only on two assumptions—an enormous 
increase in company capitalization in the form of 
loans (interest on which would, of course, not be 
liable to profits tax) and a very large fall in company 
savings. If we assume, as a limiting case, that the 
whole of the increase in distributions over the 1954 
level consisted of interest on debts, raising this item 
from under £200 million to over £1,000 million, we 
should still have to reduce company saving from the 
£706 million actually achieved in 1954 to about £400 
million in order to meet the tax payments of over 
£450 million (exclusive of tax deducted from divi- 
dends) which would still be due. 


SCOPE FOR DIVIDEND INCREASE 


While, however, we must regretfully dismiss Mr. 
Walker’s hopes (in the absence, of course, of drastic 
further tax reductions) as a dream, there is good 
reason to expect that some modest steps may be 
taken in the direction he indicates. Whether or not 
under pressure from threats of “take-over” bids, there 
is clearly scope for some further increase in ordinary 
dividends, at least so long as there is no accelerated 
rise in inventory prices to cause a rise in effective 
rates of tax on true net profits. At 29% of net profits, 
recent appropriations to reserve are clearly still gen- 
erous, and a further rise in the share of net ordinary 
dividends to, say, 15% of profit does not seem unreas- 
onable. This, together with a continued rise in the 
absolute level of company profits as a result of in- 
creasing production, might well in a propitious politi- 
cal climate give ordinary shareholders a further in- 
crease of perhaps 20% or so, in real terms, in their 
gross receipts over the next few years, plus, of course, 
any extra addition to net receipts as the result of any 
fall in tax rates. Even so, the purchasing power of 
their gross dividends, and still more of their net divi- 
dends, would still remain below the 1938 level. 

Mr. Kaldor’s argument is different. He rightly 
points out the effect which profits tax has on widen- 
ing the gap between earnings per share and dividends 
per share, and considers that, while this gap has 
hitherto been opened wholly or mainly by depressing 


dividends, in due course it will lead to a rise in earn- 
ings. This is because companies, finding that the addi- 
tion of tax to dividends makes the total annual cost 
of new share capital very high, will not be willing to 
make new share issues except when the earnings yield 
on new investment is also expected to be unusually 
large. The increased cost of annual payments on new 
issues will tend to discourage the growth of such new 
businesses as find that they are unable to finance ex- 
pansion entirely out of ploughed-back profits. Thus 
competition with established businesses will be re- 
duced and the earnings yield on capital will tend to 
rise. Mr. Kaldor regards this potential development 
as undesirable, and is therefore in favor of the re- 
moval of profits taxes. As, however, this would leave 
the ordinary shareholder as a main ultimate bene- 
ficiary of a full-employment economy, he proposes 
that an alternative means of skimming off his profits 
should be sought in a capital gains tax. 


IMPACT OF PROFITS TAX 


It is difficult to say just how important in practice 
are the disadvantages for the economy as a whole 
which Mr. Kaldor attributes to the profits tax, or 
whether his proposed alternative (which he does not 
discuss) might not have effects, especially on the 
free working of the capital market and on the further 
growth of the tax avoidance industry, which would be 
even more undesirable. But if he is right in believing 
that profits tax is an important factor in making it 
more difficult for new and growing firms to establish 
themselves in competition with established companies, 
surely it is not the possible widening of the profits 
margin—the consequence of reduced competition— 
which is most to be feared? A much more dangerous 
effect of the present system of full employment, excess 
demand and drastic taxation, is not that it may enable 
companies to enjoy profit margins that are too large, 
but that it may reduce the incentive to try to make 
them larger. When conditions are such that only 
the remarkably inefficient or unlucky can fail to sur- 
vive, while the highly efficient are deprived of the 
power of, and incentive for, the extremely rapid 
growth which has characterized so many efficient 
businesses in the past, it is only too likely that 
directors will find it both possible and convenient to 
maximize something other than profits, and minimize 
something other than costs. This will mean not only 
that production will rise more slowly than it might 
have done, but that things will be produced that are 
less needed, instead of those that are needed more, 
and will be produced with costs and prices higher 
than would otherwise have been necessary. The real 
cost of excessive business taxation may well be not 
higher profit margins, but higher costs and an intensi- 
fied tendency towards inflation. 
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The 


Studies in Personnel Policy 


148—Retirement of Employees 

147—Company Health Programs for Executives 
146—Company-Paid Sick Leave and Supplements to Workmen’s Compensation 
145—Personnel Practices in Factory and Office 
144—Recruiting and Selecting Employees 
143—Fringe Benefit Packages 

142—Executive Development Courses in Universities 
141—Severance Pay Plans 

140—Management Development 

139—Company Organization Charts 

138—Bulletin Boards 

137—Escalators and the New BLS Index 
136—Employee Magazines and Newspapers 
135—Suggestion Systems 

134—Cooperative Medical Programs 
133—Employee Savings and Investment Plans 
132—Stock Ownership Plans for Workers 
131—Employee Induction 


. 130—Time Off with Pay 

. 129—Communicating with Employees 

. 128—Computing the Cost of Fringe Benefits 

. 127—Union Security and Checkoff Provisions 

. 126—Controls of Absenteeism 

. 125—lInformation Racks—A New Communications Medium 
. 124—Developments in Supervisory Training 

. 123—Letters to Nonsupervisory Employees 

. 122—Evaluating Managerial Positions 


In the August Management Record 


Contract Authorization Procedures—Only thirty-one union constitutions, out 


of a surveyed 194, require a membership vote to ratify a contract. However, 
unions contend that members do, indirectly, okay contracts since most consti- 
tutions (60%) guarantee strike authorization votes. This article examines con- 
tract authorization procedures in 194 unions. 


Toward Mature Collective Bargaining—Walter Gordon Merritt first came on 


the labor scene in 1902 as counsel for the companies in the Danbury hatters’ 
strike. Since that time, Mr. Merritt has worked continually in the labor- 
management field. A summary of the speech Mr. Merritt delivered at the 
355th Meeting of The Conference Board covers his views reflecting fifty years 
of experience. 


Implications of Engineer Unionization—the engineering profession has 
gone through a quiet revolution in the past fifteen years. And one of the 
results is the appearance of engineering unions. In a Round Table, two 
experts—one from labor and the other representing management—discuss 
the implications of this relatively new development among _ professional 
employees. 


Union Reaction to Ford-UAW Pact—in the July issue, the Management 


Record carried a detailed analysis of the new Ford-UAW contract provisions 
for supplemental unemployment compensation. Continuing this coverage, 
August’s “Labor Press Highlights’’ is devoted entirely to a summation of 
various union reactions to the controversial contract. 
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The recent interchange among scientists at Geneva 
on the latest developments in nuclear power had for 
background the differing raw material reserves of the 
nations. Sie? 


These differences, some of the commentators said, 
are determining Britain’s drive to realize commercial 
atomic power facilities quickly. ... also the emphasis 
the United States is considered to be placing on operat- 
ing efficiency first and speed second in furthering its 
commercial nuclear power plant. ; 


The kind and extent of natural resources both at home 
base and in other countries thus take on new meaning 
today. The following surveys of longer high range 
aspects of the broad subject have been published by 
The Conference Board in its series of Studies in 
Business Economics: | 


Industrial Russia—The New Competitor 
Resources: From Abundance to Scarcity by 1975? 
Key Materials: Supply and Outlook 
America’s Mineral Resource Position 


Copies of Proceedings of The Conference Board’s Second 
and Third Annual Conferences on Atomic Energy in 
Industry are also still available. (The Fourth Annual 
Conference will be held at the Waldorf-Astoria Hotel 
in New York City on October 26-28, for which reserva- 
tions are now being accepted.) i 


Write for extra copies of any or all of the numbets in the 
Natural Resource Package and for copies of the Proceed- 
ings. Prices for single and quantity copies upon request. 


